








INDIAN JOURNAL 

OF 

E CO N 0 M ICS 


VOLUME XXI 


1940-41 


AIJiAHABAD: 

PWDLTSHED BY THE DEE’ARTMENTS OF 
ECONOMICS AND COMMERCE, 
UNIVERSITY OF A LLAH ABA D 
1941 




INDIAN JOURNAL OF ECONOMICS 

ORGAN OF THE INDIAN ECONOMIC ASSOCIATION 


Editorial Board 

V. G. Ka1.B a, I. QtTBBSHl 

P. 8. Lokanathan R. K. Mukerji 

M. K. Ghosh 

B. P. Adarkak — Managing Editor 


VOLUME XXI 


GENERAL ARTICLES 

Page 

1. The Zamiiidfiri Problems in Madras — by P. J. Thomas ... 1 

2. A Scheme for the Survey of Kiiral Indebtedness in 

India — by B. (t. Ghate ... ... ... 13 

3. The State and Economic Life: A BepJy to Some of the 

Criticisms — by Anwar Tibal Qureshi ... ... 30 

4. The Bombay Industrial Disputes Act, 1938— by N. H. 

Pdidasani ... ... ... ... 49 

6 . The Place of J. B Clark and E. R. A. Beligman in 

American Economic Science— by Nicholas Mirkowich ... 67 

6 . Diagrammatical Representation of Marginal, Average and 

Total Prime and Supplementary Costs— by J. K. Mehta 74 

7. The Pioblem of E-timating Population of India During 

Intereensal Years— by D. Sen G/ipta ... ... 80 

8. The Sociologi(‘al Elements in Price Economics — by Radha 

Kamal Mukerjee ... ••• ... ... 109 

9. Gandhi’s Economic Ideal and Creed — by Mohd. Hassan ... 131 

10. The Economics of Soil Erosion and Its Influence on 

National Life — by B. Mukerjee ... 

F. 35 


148 



IV 


Faob 

IL Tbe Basis of Land Tux: A Problem in Applied Eco- 
nomics — by’Bimal Chandn Binha ’ ... ... 158 

13. Borne Observations on the Marketing of Wheat -by Anwar 

Iqhal Qure^hi ... ... ... ... 167 

13 Disinterring the Labour Theory of Value — by P. S. 

Narayan Prasad ... ... ... ... 175 

14. IndebUdness of the Mill Worker— by K. S. Srikantan • ... 184 

15. Seasonal \'ariatio:i of Births — by G. Raghava Rao ... 192 

16. The Unit of Fanning and Credit — by A. I. Qiiieshi ... 198 

17. Insurance Finance— by Ainar Narain Agarwala ... 204 

18 A iMotc on the Fiobleni of a Durable Good — by H. E 

Peries ... ... ... ... • , 207 

19. The Growth of Federal Finance (Con'espondenee)~by 

P. J. Thonnis ... ... • ... ... 210 

20. Tire R6le of National Wage and Income SiruetiueH in 

International Trade — by J. 8. Raj ... ... 233 

21. A Siinplilied Version of the Trade Cycle Theory — by 

B. N. Aclnrkar ... ... ... ... 250 

22. The Control of Soil Erosion in the West — and Its Les.son 

for India — by R Mukei ... ... ... 2G9 

23. Mr. Keynes’s Tiieory of Intcnst — by B. P. Adarkar and 

I). Ghosh ... ... ... ... 285 

24. The Negative Rate of Jnferest— by J. K. Mrhta ... 301 

2o, ‘Consumer^ SiirjdiH^ — A R’j'dnder — by K. J, Mathew 

Tharaklian ... ... ... ... 307 

26. Co-operative Movement in Assam ... ... 319 

27. A Formula for Limits of Variations in a Weighted Index 

due to a New Series of Weights— by J. K. Pande ... 324 

28. A Socio-Ecanomio Survey of Pano Akil Taulakii— by 

D. H. Batani ^ 323 

29. Survey of Rural Indebtedness in India — A Comment — by 

8 Kesava lyenger ... ... 335 

30* The Problem of Valuation in a Socialist State — by J. J. 

Anjaria ... ... 33I 

31. Rate Structure of Public Utilities in a Socialist State— by 

R. BalakiRhna ... ... 353 

32. The Problem of Value in a Socialist State— by D. H. 

Butani •*. ... ^ ^ 395 



V 


Page 

3'^. Economic Valuation in a Socialist State — by V. L. 

D’Souza ••• ••• ••• ... 420 

34. The Role of Cf)?t in Socialist Pricing — by M. H. Gopal ... 4B5 

35. Value in a Socialist Slate — by D. G. Karve ... 450 

30. Output and Price in a Socialist Economy — by T. Krishna 

Murthy ••• ••• ••• ... •••470 

37. Valu€*in a Socialist State— by K. V. Kao ... ... 476 

38. Saving Investment ami Enterj)!*!.^^^* in a Socialist StsiU — 

by T. Satyanarayanarao ••• ■•. 48^^ 

89. Deti*rinination of Prices in Soviet Russia — by B. R. Suhba 

Rao ••• ... ... . 407 

40. Allocation of Resources in a Socialist Economy — by B. 

Tirunialacliar .. ••• ••• 511 

4L Pi ice-Levei of Tobacco in the Guniur Area — by B, 

Govinda Rao ... ... *••• 526 

42. The Trend of Agricultural Prices in Mysore during the 

Decennium»1928 — 1987 — by G. N. Krishnamurthy ... 58G 

43. Price Movements of Some Important Agricultural Ccnu- 

modities in Hyderabad — by Anwar Iqbal Qureslu ... 55 1 

44. The Prices of Food Grains in Madras in the jOth Centuiy 

— hy P. J. Tliomas ... ... 559 

45. Review of Finances in Biaigal 1987 — 41 — by llai iehar in 

Ghosh ... ... ... ... ... 5(39 

46. Public Expenditure in Mys()re— A Review- -by M. H. 

Gopal ... ... ... ... ... 594 

47. The‘^Depr ession Finance’' of ihe Bombay Government 

^byT. M. Joshi ... ... ... ... 005 

43 Non-Tax R(‘venue of Mysore— by S. Gopalaswamy ... G18 

49. Five Years of Orissa Budget— by Sadasiv Misra ... 684 

50. The Tux Systerii of My.^ore Stau — by K. S. Nanjundaiya 648 

51. A Note on the Financial System of Hyderabad— by Anwar 

Ipbal Qureshi ... ... _ _ 

52. Some Aspects of Provincial Finance — by B. N. Rohatgi 678 

53. Financial Problems under Provincial Autonomy— by B. K. 

Madan ... ... ... ... 039 

54. Value and Socialism — by Gyan Chand ... ... 7o3 

,55. Value in the Socialist State— by S. K. Rudra . , ... 7i6 

56. Socialist Economy and the Problem of Pricing— by 

H. L. Dey ... ... ... . 728 



VI 


Page 

57. Problem of ValiKi in a Sociali-t State— by S. M. Shafi ... 731 

58. Price Trends During: the Last Decadi^ and their Effects on 


Indian Economy — by S. G. Beri . , 734 

69. Prices in India between the Two Great Wars — by R. K. 

Bhan ... ... ... ••• 785 

60. Price Level in India with Particular Reference to Ag- 

ricultural Prices — by Sitla Prasad Saksena ... ... 798 

61. Publ ic Revenue and i^xpenditiire in the United Provinces 

1921— il— by B. R Seth ... ... ... 804 

62. The Fifiances of Indian States — by P. J. Thomas ... 819 

68. ‘‘British’^ and ‘‘ Indian Finance— by S. Ke^ava Iyengar 830 

64. Public Debts in the U P. 1921 — 37 — by K. C. Sarkar ... 871 

65. Finance of the Madras Province, 1930—40— by B. V. 

Narayanaswamy ... ... ' ... ... 881 

66. The Financial Situation in Sind — by N. K. Bhojwani .. 892 

67. Presidential Address— by D. R. Gadgil ... ... 912 

MISCELLANEOUS 

Discussions on Papers ... ... ... 938 

Indian Econondc As..M)ciation ... ... ... 956 

Speech Deliv'Ted by His IJ igbness tln^ Maharaja of Mysore 


on the Occasion oi the 0])ening of the Joint Session of 
the AiJ-Imlia Economic ami i\)iitical Scien(‘e Conference 


held in Mysore ... ... ... ... 903 

Speech by Raja Karyapravina N. S. vSubba Kao, Vice- 
Chancellor, University of Mysore ... 909 

REVIEWS 

A Century of Social Thought ... ... ... 222 

Adarkar, B.N. — Discriminating Protection in India: A Survey 

of the Tariff Since 1924 ... ... ... 222 

Adarkar, B P. — The Indian Monetary Policy ... 343 

Binerjie, Prativa Chandra — R til Road-Transportation ... 93 

Beveridge, Sir William — Prietos and Wage.s in England from 

the Twtdfth to the Nineteenth Century, Vol. 1 ... 95 

Beri, S. G. and G. B. Jatiiar — Indian Economics, Vol. I ... 219 

Banerji, Promothanath — A Study of Indian Economics ... 226 

Dubey, R, N. — Economic Geography of India ... ... 103 



vn 

, ’ Paok 

Fazal, Ci’^ril P. K.- -A Guide to Punjab Government Reports 

and Statistics ... ... ... ... 214 

Ganguli, B.N.”- Trends of Agriculture and Population in the 

Ganges Valley ... ... ... ... 91 

Geldern— J. Van— The Recent Development of Economic 

Foieign Policy in the Netherlands East Indies ... 97 

International Trade Stati.^fics 19.S8 ... ... ... 94 

International Trade in Certain War-Materials and Food-Stufis 

1938 .. ... ... ... ... 95 

Irvine, William — Walter Baghot ... ... .. 221 

Jain, S. P. — Relationship Between Fertility and Economic and 

Social Status in the Punjab ... •.» 106 

Knight, A. W. — Wliat is wrong with the Economic System ... 219 

Kaulla, Rudolf — Theory of the Just Price ... 357 

Lai, Rai Bahadur Ram— Urban Working Class Cost of Living 

Index Numbers (19 i8) in the Punjab ... ... 214 

Myrdal, Gunnar — ^tonelary Equilibrium .. 227 

Malhotra, D. K. — History and Problems of Indian Currency, 

1835-1939 ... ... ••• ... 346 

Mises, Richard Von — Probability, Statistics and Truth ••• 349 

Madan, B ilkrishna — Indian and Imperial Preference ••• 350 

Machlup, Fritz — The Stock Maiket Credit and Capital 

Formation ••• .. ... 353 

Meade, J. E.— The Economic Basis of a Durable Peace ... 355 

Qureshi, A. 1. 

( 1) The State and Economic Life ... ... 89 

(2) State Banks for India ... ... ... 342 

Ram, Shiva— The Slate in Relation to Labour in India 92 

Rai, Gulslian— Agricultural Statistics of the (British) Punjab, 

1937-38 ... ... ... ... ... 217 

Reddaway, W. B —The Economics of a Declining Population 223 
Radice, E. A.— Savings in Great Britain {1925 — 35) 344 

Sarkar, Bimala Kanta— A Comparative Study on National and 

Social Finance ••• ... ... .. 102 

Singh, Labh, and Ajaib Singh — Farm Accounts in the Punjab 105 
Thomas, P. J.— 

(1) The Growth of Federal Finance ... ... 88 

(2) Indian Agricultural Siaiistics ... ... 211 



PiOE 

» 

Thomas, P X ahd N. Sundararama Saatry— Commodily Prices 


in South India (1918— 1938) ... ... 216 

Tachuprow, A. A.— Principles of the Mathematical Theory of 

Correlation ••• ... ... 350 

Unwin, J. D. — Hopousa. or the Sexual and Economic Founda- 
tion of a New Society ... •••217 

Urban and Rural Housing .. ... ... 347 

Varadrajan, M, K.— The Indian St-ites and the Federation ... 103 

World Production and Prices 1 93S-39 ... ... ... 93 

Wright, F. C.— Population and Peace ... .. 100 

World Economic Survey 1938-39 ... ... 105 



INDEX 


'J’O 

VOLUME XX I 

INDIAN JOURNAL OF ECONOMICS 

Pack 

Ajo^arwaln, A. N.-“ Insurance Finnnci' ... ... ... 

Adarkar, li. N.— A Siinplified Version oi th(* Tra<l(* (’ycle 

Theory 1 ... ... ... ... ... 200 

A<iarkar, 1>. P. arni D. (ihosh — ^^r. Keyne,-’s Tlieory of Intrre-l 28.0 
Anjaria, »1. J.— The Proiihun of Valnnl! 0 !\ in n. Sncialist Slate 2,fn 
Putnni, D. H.-(l) A Soelo-Kcvuieniic Survf-y <>l Pnno Akil 

Taiilaka ... ... . ... ... 228 

(IF) The F'rohlern of Vaiii(‘ in a Socialist Slate 29.2 
JialkrlsFina, fl. — RivJe Structure of Public Ulili^ie^ in a Socialist 

Stale... ... ... ... ... :f82 

fieri, S. 0.— Price Troruis During' llie Last Decade and Their 

Effects on Indian Economy ... ... ... 734 

fihan, R. K. — Price, s in India fietweon ilie Two Great Wars ... 782 

fihojwani, N. K. — The Financial Situation in Sind ... 892 

Co-operative Movement in Aesuni ... ... ... 319 

D’Souza, V, I.^. — Economic Valuation in a Socialist State • 420 

Dey, H, L . — Socialist Economy and tiie. IVohloni of Pricing ... 723 

Diecussion.‘^ ... ... ... ... ... 838 

Ghato, B. G. — A ScluMne for the Survey of Rural Indehtedno.^s 

in India ... ... ••• ... ... 13 

Ghosii, D. an<] fi. P. Adiirkar — Mr. Keyncs'.s Tlieory of fiuerc.-t 282 
Gopal, M. The Role of (^ost in Socialist Pricing ... 432 

(11) Public Expenditure in Myson* A Kevli^w 294 
Gho.sh, Haricbaran — Review of Finance.s in fiengal 1937 — 41 ... 209 

Gopalaswainy, S. — Non-Tax Revenue of My^on^ ... ... 018 

Gyau Cdiand — Value and Socialism ... ... . . 703 

Gadgii, D. R.— Presiilential Addrc.«:s ... ... ... 212 

llassan, Mohd. — (bandbiji's Economic Ideal and (’ivtHi ... 131 

Jyengcr, S. Ke.^jiva. — (I) Surv»‘y of Rural 1 nd^-blcdnc.^s in 

Jn4ia— A ('omment ... - ... ... 335 

F. 34 



INDEX 


5i 

PAnr. 

(IT) British’’ and “India” Financt^ ... S?^0 

dosln, T. ^T, —Th<* Dt^pression Finaru’<*” ni tho Bonihay 
(Jovorninoni ... ... 

Karve, — X'aluf' In a f^ocialistic State ... ... 4.afl 

Kri.^hnaiiinnliy, N. (i.-~The Trend ol* Agrieullural Prices in 

Mysore Dm ing tlu^ Decenniuin 1028 —19r>7 ... ... r>dG 

Krisiina ^Tintliy, T.— Output and Price in a Sociiili.st Economy 470 
Mirkowic h, Ni(djolas — The Place ol J, Jk (’lark and E. R. A. 

Sello'inan iti Aituadcan Economic S(Men(‘c ... ••• 07 

.\rchia, J. K.-"(l) Dlajirammatical Representation of Mare-inal, 


Avera;^'’e and Total I’rime nml Supplementary (’osts ... 74 

(If) 'riie Negative Rate of Interest ... ... 301 

^fukerjee, Radha ICainal -The Sociologleal Elements in Price 

Iv'onomies ... ...* ... TOO 

Mukerji, B. — (1) The Jv'onomies of Soil Erosion and Its Influ- 
ence on National Life... . ... 148 

(II) Tlie (bntrol of Soil Erosion in life West — and 
Its Les.son for India ... ••• ... ... 2C9 

Mi.sra, Sadasiv — Five A^ears of Orissa Budget ... ... 634 

Mivlan, B. K. — Financial Problems Under Provincial 

Autonomy ... ... ... ... G89 

Narayan Pra.sad, P. S, — Disinterring the Labour Theory of 

Value ... ... ••• ... ... 175 

Nanjundaiya, K. S.--The Tax System of Mysore State ... 648 
Narayanswamy, B V.— Finance.s of the Madras Province 

1920-40 ••• ••• ••• ... ... 881 

Pardasani, N. H.-~Tiie Bombay Industrial Disputes Act, 1938 49 

Peries, H. 14— A Note on the Problem of a Durable («ood ... 207 

Pande, J. K.— A Formula for Limits of Variations in a 

AVeighted Index due to a New Series of Weights ... H24 

Qiireshi, Anwar Iqbal — (I) The State and Economic Life : A 

Reply to Some of the Criticisms ... ... ... gQ 

(If) Sonic Observations ofi the Marketing of 
Wheat ... ... ... ... 167 

IHI) Tho Unit of Farming and ( ’redit ... ... 198 

(IV) Thiec Movements of Some In\portant Agri- 
enltural (’em mod ities in Hyderabad ... ... .55] 


(V) A Note on the Finnneial System of Hyder- 

t ‘ i , 668 



tNl)EX 




Page 


Rao, B. Gorinda— (I) Si;abunal Variations of Births ••• 192 

(II) Pricc-Levul of Tobacco in the Guntur Area ... .jliG 
Raj, J. 8.— The Rule of National Wage and Income Structures 

in Inteiuational Trade ... . . ... 233 

Rao, K. V.— Value in Socialist State ... ... ••• 476 

Rao, B. R. Subba— Determination of Prices in Soviet Russia ... 497 
Rohatgi, B? N.— tSome Aspects of Provincial Firiance ... 078 

Rudra, S. K.— Value in the Socialist Slate ... ... 716 

Sen-Gupta, D.~The Problem of Estimating Population of 

India During Interceiisal Years ... ••• ... 80 

Sinha, Bimal Chandra — The Basis of Land Tax : A Problem 

in Applied Economics ••• ••• 158 

Srikantan, K. S.— 'InJebtednes.s of the Mill Worker 184 

Satyanarayanarao, T. — Saving Investment and Enterprise in a 

Socialistic State ... • • • • . . . • • 488 

Seth, B. R. — Public Revenue and Expenditure in the United 

Provinces 41 * • ... 804 

Sakseiia, Shitla Prasad — Price-Level in India with Particular 

Reference to Agricultural Prices .. ... ... 798 

Sarkur, K. C.— Public Debts in the U. P. 1921—37 • •• 871 

Shafi, S. M.— Problem of Value in a Socialist State ••• 731 

Speech by Maharaja of Mysore ... ••• ... 903 

Thomas, P. J.— (I) The Zamindary Problems in Madras I 

(ID T he Growth of Federal Finance (Corres- 
pondence) ••• ••• ... ••• 210 

(III) The Price.s of Food Grain. s in Madras in the 

19th Century ... .. ... ... 559 

(IV) The Finances of Indian States ... ... 819 

Tharakhan, K. J. Mathew— ‘ Cousumcr^s Surplus’— A Rejoinder 307 
Tirumalachar, B. — Allocation of Resources in a Socialist 

Economy ... ... ■ ••• ... 511 




Snbian journal of 
€tonomitg 

VOL. XXI JULY 1940 PART 1 

THE ZAMINDARI PROBLEM IN MADRAS 

BY 

P. J. Thomas, D. Phil. (Oxon.), M.L.C. 

University Professor of Economics^ Madras, 

The reform of the land system, both as a form of tenure 
and as a mode of taxation, is one of the pressing administra- 
tive and economic problems of India. In the Provinces of 
Bengal, Behar,^ Orissa and Madras, the whole or part of the 
land is under the zamindari system of tenure, and the pay- 
ment due from the zamindars {peishcush) is fixed for all 
time. The problem is most acute in Bengal, where nearly 
the whole land is settled on the zamindari permanent basis. 
In Madras a little over a fourth of the land is under the 
same tenure, and the system dates from 1802. Originally 
the peishcush to be paid by the zamindar was as high as 
two-thirds of the rent, but subsequently owing to the exten- 
sion of tillage and the rise of prices, the peishcush is to-day 
only a small fraction of the rent. The total rental has in- 
creased to about Rs. 250 lakhs but the jmshcush still remains 
Rs. 45 lakhs, and thus the unearned increment enjoyed by 
the zamindars is about Rs. 2,05 lakhs. On the other hand, 
the land revenue burden is heavy in the ryolvvari areas, and 
of the total land revenue of Rs. 7 crores, including irrigation 
charges, Rs. 6,55 crores (or 94%) comes from these areas. 

Soon after the Congress Government came into power 
in Madras, a Parliamentary Committee was appointed to go 
into the question, with the Revenue Minister, Mr. T. 
Prakasam, as Chairman. The Committee after an elaborate 



2 


P. J. THOMAS 


enquiry produced a voluminous report. It is not alto- 
gether convincing but the thanks of Indian economists are 
due to the Committee for having brought to light various 
documents which hitherto were considered confidential. 

The Committee has dealt with the zamindari problem 
in its juridical aspect and has altogether neglected its econo- 
mic and social aspects which are certainly more important. 
They delved deep into the historical documents connected 
with the origin of the zamindari settlement and came to the 
following conclusions: (i) that the ryot, and not the zamin- 
dar, is the proprietor of the land, and (ii) that the rents pay- 
able to the zamindar by the ryot were permanently fixed in 
1802, even as the pcAshcush payable by the zamindar to the 
Government. Perhajis these conclusions may be gratifying 
to the tenants, but they are not warranted by the documents 
on which the Committee bases them. No doubt the zamin- 
dar has had too much and the ryot has* borne heavy burdens, 
but the way to relieve those burdens does not lie on the 
lines chalked out by the Committee. 

We will now proceed to examine the tw(5 ])rincipal con- 
clusions of the Committee. 

Is the Ryot the Proprietor! 

Who is the proprietor of the land? An endless war of 
words has raged on this knotty problem for about 150 years, 
and we are not the wiser for it. Theories have been urged 
supporting the claims of the king, the village community 
and the cultivator to the proprietorship of the soil, and the 
codes of Manu, Jaimini, Narada and other Hindu law- 
givers have been quoted. In one ])assage, Manu lays down 
that the land belongs to him who first cleared the forest and 
broke the sod {Sthajiuchedasya hedaram); but elsewhere he 
says that the king has power to eject the ryot who cultivates 
the land badly. The fact is that the Hindu codifiers did 
not busy themselves with the question of landed property in 
the abstract. In those days, when population was scanty, 
land abundant, demands of the State high, and famines fre- 
quent, the question was, as Moreland says, how to keep the 
peasant on the land, and not off it. Therefore the question 
of rights never worried them. As long as the peasant paid 
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his dues to the king, no one ever thought of ejecting him 
from the land. 

Evem in the West, notions of private pro])erty in land 
in the absolute sense were not recognised for a long time. 
Laigely as a result of the agricultural improvements carried 
out by the English landlords in the 18th century, a concep- 
tion that private property in land was essential for econo- 
mic progress grew strong, especially in England, and this 
can be traced in the writings of Montesquieu, Adam Smith, 
Arthur Young and others. Their ideas greatly influenced 
the authors of the Permanent Settlement, — Sir Philip Francis, 
Sir Johti Shore and Lord Cornwallis. They thought that 
it was in the best interests of the State to create proprie- 
tary rights where such rights did not exist. This idea 
strongly appealed to l^he Court of Directors of the East 
India Company, and in their words, only private property 
and ‘The sure enjoyments of the benefits derived from it” 
would ‘"awaken and stimulate industry, promote agriculture, 
extend improvement, establish credit and augment the 
general wealth and prosperity.” It is such a right of 
private properly that they wanted to confer and in their 
eagerness they conferred it on the man whom they knew best, 
the zarnindar. This, of course, insured the regular pay- 
ment of their revenue, and certainly this also influenced 
their decision. 

Thus, in Bengal, proprietary rights were granted to the 
zamindars by the Regulations of 1793. The same system 
was introduced into Madras over a third of the Presidency. 
A further extension was contemplated but this was resisted 
by that farsighted and benevolent administrator, Sir Thomas 
Munro. The contention that the zamindars continued to be 
mere rent-collecting agents is against all the intent and 
purpose of the authors of the Zamindari Settlement. The 
zamindari system was not meant to be merely a mode of 
revenue management; it was to be a tenure as well. It is 
the failure to keep alive the distinction between a revenue 
management and a tenure that has given rise to some fal- 
lacies in the Majority Report. 

It is now clear that the step taken by Lord Cornwal- 
lis was a mistake, but it cannot therefore be denied that 
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proprietorship was conferred on the zamindars. If the 
present Government, emulating the example of Lord Corn- 
wallis, confers on the ryot the absolute right to the soil, the 
results may not be equally disastrous. The point to be 
noted is that notions about land as a social asset have 
materially changed since 1802, especially after the Great 
War. It is now being recognised that land is not merely a 
concern of the cultivator or landlord, but a vital cgncern of 
the Stale. The Report of the English ''’Agricultural Tribu- 
nal” (which by the way was composed mostly of economists) 
has cogently pul it: — "Agriculture cannot be regarded 
simply as a business, but as something more. What is 
that something more, and why? It is partly, that agricul- 
ture is charged with the use of the land which is limited in 
amount and of peculiar economic and social value; partly, 
the great importance of the produce of the soil to the life 
and industry ol the people in peace and especially in war; 
and partly, ideas as to the value of a flourishing rural popu- 
lation ” The question of proprietorship is to-day 

rather a matter of theoretical interest. Land is really a 
trust, and the State is the ultimate trustee. 

A decision as to the proprietorship of the soil is not 
called for at the present juncture. This question has not 
been decided in the case of ryotwari areas so far, and per- 
haps wisely. We are not aware of any harm having come 
to the ryotwari paltadars owing to a lack of definition of 
their rights. Surely if this is so with the ryotwari patta- 
dars, the need for granting proprietary right to the znmin 
ryots cannot be more urgent. I make bold to call the whole 
controversy “a profitless war of words” {pace Baden- 
Powell), and such controversies must be left to jurists and 
archivists. IIk; Committee contend that a decision on the 
questiori is vital for regulating the rent and for fixing the 
rraponsibihty for the maintenance of irrigation works, 
affording grazing facilities, etc. But 1 daresay their deci- 
sion would have been different had they utilized the latest 
experience of Western Europe in regard to land tenures. 
It IS for the State to assert its superior right and order 
matters in the best economic interests of the community and 
in its own financial interest. 
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Was Rent fixed ■ permanently in 1802? 

The other important linding of the Committee is that 
rents, like imshcush, were jiermanently settled in 1802. 
The Majority Report takes its stand ehielly on the authori- 
ty of certain State papers, the Regulations of 1802 and the 
Board of Revenue Proceedings of 2nd December, 1864, which 
the Committee characterise as '“famous.” Before going into 
the actual examination of these documents, it is necessary 
to explain certain prevailing economic and political ideas 
which influenced the authors ot the Permanent Settlement. 
Sir Phili]) Francis, who was really the originator of the 
Permanent Settlement, was a serious student of Political 
Economy, and his writings contain copious quotations from 
Montesquieu, Adam Smith and the elder Mirabeau, who 
were all ardent advocates’of the laissez-faire doctrine. Ifliere- 
fore, while these were all keen on private property in land, 
they did not want the relation between the landlord and 
tenant being laid* down by law. They believed in non- 
intervention. Adam Smith wrote in 1776: “The princi- 
pal attention of the sovereign ought to be to encourage, by 
every means in his power, the attention both of the land- 
lord and the tenant, by allowing both to j)ur.sue their own 
interest in their own way and according to their own 
judgment.” 

These ideas were echoed by the authors of the Pennan- 
nent Settlement. Sir Philip Francis wrote: “If the zamin- 
dars and ryots are left to themselves they will come to an 
agreement in which each parly will find his advantage.” 
Again, “the amount of rent to be paid per higlm must be 
settled between the zamindar and his tenant. Government 
can never descend to the ryots so as to fix any general 
assessment upon them.” But it was given to Lord Cornwallis 
to carry out these ideas. He re.cogni.sed the “productive 
principle” of private property and its magical effect in 
turning sand into gold. He however reserved to the Go- 
vernment the power to interfere when the relations between 
the landlord and the tenant became strained. But true to 
the spirit of the laissez-faire doctrine, he held that if only 
Government did not interfere, natural economic laws would 
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coirie into operation. If the ryot, was rack-rented, he would 
desert his land and the landlord would suffer. In a Minute, 
by way of reply to Sir John Shore, Cornwallis said: 

1 understand the word permanency to extend to the Jurnma 
only, and not the details of the settlement; for many regula- 
tions will certainly be hereafter necessary, for the 
further security of the ryots in particular, and even 
those lalookdars, who, to may conctum, must stiff remain in 
some degree of dependence on the zamindars; but these can 
be only made by Government occasionally, as abuses occur.” 

The regulation that the zamindars cannot impose new 
ahwahs or cesses is ingeniously interpreted by Hodgson to 
mean that he had fixed the rents also in perpetuity. Here, 
his reply to Shore must again be referred to. Cornwallis 
wrote: ‘‘“Neither is prohibiting the landholder to impose new 
alnvabs or taxi^s on the lands in cultivation tantamount to 
saying that he shall not raise the rent of his estate.” 

Cornwallis’ statement that the ‘^‘proprietor cannot raise 
the customary rent which is the utmost that the ryot can 
afford to pay” must be taken with reference to the 
economic theory of rent which prevailed at the time. 
I do not wish to go into detail about this poinl, but it may 
be mentioned that his ‘customary rent,’ if put in its proper 
setting, would only mean an economic rent which would 
change according to the shifting margin of cultivation as 
well as its changing intensity. The prevailing economic idea 
of the time was that the proper rent would be fixed by the 
working of competition, and it was considered wicked on the 
part of the State to interfere. 

1 have gone at some length into this question of the 
economic ideas that influenced the authors of the Pmrna- 
nent Settlement, because the Permanent Settlement was 
primarily an economic measure, one which aimed not only 
at the conversion of the extensive waste lands into product- 
ive fields but also an all-round economic development of 
the country. That being so, it is necessary to read the Regula 
tions and the State papers in the light of this economic back- 
ground. If that is done, I am sure, the authors of the 
Majority Report would be much less dogmatic on the point. 

It is argued by the Majority that the patta is the sanad 
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of the ryot. As regards this, it is best to quote a coTitem> 
porary opinion on the subject. About the same time as 
Mr. Hodgson wrote his commentary on Permanent Settle- 
ment Regulations (i.e., in 1808), Mr. Thackeray, a Member 
of the Board of Revenue, wrote in a Memoir to Lord 
William Bentinck : Even in making the pottah regula- 

tion, they do not seem to have come to any decision on the 
subject, because the regulation may be construed in favour 
of either zayiindar or ryot.” When such doubts were ex- 
pressed even in those days, how can it be asserted that the 
palta was the permanent counterpart of the sanadl 

It has also been argued that the provisions in the Palta 
Regulations, as they were introduced into Madras, had been 
the result of a decade’s sad experience of the working of 
the permanent settlement in Bengal, and that the rents were 
fixed in perpetuity in Madras. There were some persons 
even in Bengal who contended that the rents were also fixed 
for all time. 

The Committee pin their faith on what they call the 
‘‘magnificent” Report of Mr. Hodgson. But I can quote 
chapter and verse to prove that Mr. Hodgson’s opinions on 
the subject were contradictory. In his Report on Peddapore 
Zamindari, he entertains diametrically opposite views. This 
may be read in the Fifth Report, along with his other minutes. 

Another point raised is that the zamindars’ claim to 
raise rents following a rise in prices was untenable, because 
when the permanent settlement was made no one dreamt of 
a rise in prices. This is not true. It is undeniable that 
both Lord Cornwallis and Sir John Shore did visualise 
changes arising from price fluctuations and gave some 
thought to the question; and in the end Cornwallis decided 
that the Zamindars were fully entitled to the advantages 
arising from a rise of prices. He says this in his reply to 
Sir John Shore, 3rd February, 1790: 

Equally favourable to the contributors is the probable 
alteration in the value of silver; for there is little doubt but 
that it will continue to fall, as it has done for centuries past, in 
proportion as the quantity drawn from the mines and thrown into 
general circulation increases. If this be admitted, the assessment 
will become gradually lighter, because as the value of silver 
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come into operation. If the ryot, was rack-rented, he would 
desert his land and the landlord would suffer. In a Minute, 
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only, and nol the details of the settlement; for many regula- 
tions will certainly be hereafter necessary, for the 
further security of the ryots in particular, and even 
those talookdars, who, to may concern, must still remain in 
some degree of dependence on the zamindars; but these can 
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well as its changing intensity. The prevailing economic idea 
of the time was that the proper rent would be fixed by the 
working of competition, and it was considered wicked on the 
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primarily an economic measure, one which aimed not only 
at the conversion of the extensive waste lands into product- 
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ground. If that IS done, I am sure, the authors of the 
Majority Report would be much less dogmatic on the point. 
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of the ryot. As regards this, it is best to quote a contem- 
porary opinion on the sul^ject. About the same time as 
Mr. Hodgson wrote his commentary on Permanent Settle- 
ment Regulations (i.e., in 1808), Mr. Thackeray, a Member 
of the Board of Revenue, wrote in a Memoir to Lord 
William Bentinck : Even in making the pottah regula- 

tion, they do not seem to have come to any decision on the 
subject, because the regulation may be construed in favour 
of either zagiindar or ryot.” When such doubts were ex- 
pressed even in those days, how can it be asserted that the 
patta was the permanent counterpart of the sariad? 

It has also been argued that the provisions in the Patta 
Regulations, as they were introduced into Madras, had been 
the result of a decade’s sad experience of the working of 
the permanent settlement in Bengal, and that the rents were 
fixed in perpetuity in Madras. There were some persons 
even in Bengal who contended that the rents were also fixed 
for all time. 

The Committee pin their faith on what they call the 
‘‘magnificent” Report of Mr. Hodgson. But 1 can quote 
cha])ter and verse to prove that Mr. Hodgson’s opinions on 
the subject were contradictory. In his Report on Peddaporc 
Zaniindari, he entertains diametrically opposite views. This 
may be read in the Fifth Report, along with his other minutes. 

Another point raised is that the zamindars’ claim to 
raise rents following a rise in prices was unlenable, because 
when the permanent settlement was made no one dreamt of 
a rise in prices. This is not true. It is undeniable that 
both Lord Cornwallis and Sir John Shore did visualise 
changes arising from price fluctuations and gave some 
thought to the question; and in the end Cornwallis decided 
that the Zamindars were fully entitled to the advantages 
arising from a rise of prices. He says this in his reply to 
Sir John Shore, 3rd February, 1790: 

“ E([ually favourai)le to the contributors is the probable 
alteration in the value of silver; for there is little doubt but 
that it will continue to fall, as it has done for centuries past, in 
proportion as the quantity drawn from the mines and thrown into 
general circulation increases. If this be admitted, the assessment 
will become gradually lighter, because as the value of silver 
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diminishes the landholder (i.e., the zamindar) will be able, upon 
an average, to procure the quantity which he may engage to pay 
annually to Government, with a proportionately smaller part of 
the produce of his lands than he can at present.” 

Somehow this passage is not printed in the Committee’s 
Report nor in the appendices, but this may be seen in the 
Fiflh Report” (Firrni tiger’s Fdition, Vol. II, p. 529); Mr. 
Hodgson also admits this in his Minute, dated 28lh March, 
1808. 

In those days there were both money rents and grain 
rents and the permanent settlement took cognition of both. 
This may be seen from Mr. Hodgson’s evidence before the 
Select Committee of the House of Lords in 1830. The per- 
manent settlement was made on the basis of both these rents. 
If it is contended that the rents were also fixed permanently, 
then by simple reasoning it must apply both to money and 
to grain rents. . How can a permanently fixed grain rent be 
commuted at 1801 prices or at any other price? 

The fact that zamindars generally did not raise rents 
till 1865 has been construed as evidence* to show that rents 
were fixed in 1802, but here it is important to remember 
that j)rices went on falling throughout the first half of the 
19th century and began to rise in tlie latter half. During 
tlie former period the zamin ryots were liappier, thanks to 
the grain rents. Had money rents been insisted on, they 
would have been in as sad a plight as ryotwari patladars 
who suffered terribly during the period. 

On the strength of such doubtful findings, the Majority 
Riq^ort recommends a reversion to the 1801 money rates, 
although not a single witness has asked for it. The practi- 
cal difficulties of such a step have not worried the Commit- 
tee; nor do they visualize the serious repercussions of this 
proposal, if given effect to. It will necessarily lead to 
analogous claims from the ryotwari pattadars which cannot 
be justly resisted. If that is done, what about its far-reach- 
ing effects on the finances of the Province? What will be its 
repercussions on the zamindars? Another probable effect 
of the proposed measure would be to raise the price of land 
in zamin areas, and thus lead to undesirable speculation. 
The effect of this may be to divert urban capital into land 
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anci retard industrial development. It is evident, therefore, 
that the question has not been considered either from the 
point of the finances of the State or of the efficient function- 
ing of our economic system. 

The Plea of '' Justice '' 

It is claimed that the recommendations of the Majority 
Report were made in the interests of ^‘‘bare justice.” But 
the proposed measure is justice with a vengeance, and in- 
volves injustice to many. First, of all, no permanent set- 
tlement can ever be just in a world where economic condi- 
tions are always changing. The State must be in a posi- 
tion to demand of its citizens according to its wants and 
according to their ability to pay. A permanent settlement 
mortgages the interests and resources of the future genera- 
tions in perpetuity. Thi^ gives away the unearned increment 
to private individuals and defrauds the State, of its just rights. 
The authors of the Permanent Settlement committed a great 
blunder in so far as they introduced an inelastic element in 
the fiscal system, greatly retarding our progress; and it 
would have been even more so had the Permanent Settle- 
ment been made with the ryot. In trying to set right one 
blunder by another, we will only be multiplying blunders. 
The Committee want to mete out justice, but it must be justice 
all round. In my opinion, the Report has done scant justice 
to the State. The point of view of the State, its rights and 
necessities, whether in regard to ownership of the soil or the 
needs of the revenue, has not been given the consideration 
it deserves. 

Secondly, the “justice” that is being sought to be done 
is misplaced. There is no guarantee that the actual tiller of 
the soil is going to benefit by the proposed measure. On 
the other hand, the many intermediaries between the zamln- 
dar and the cultivator will prevent the benefits from per- 
colating to the tilling classes. Therefore, absence land- 
lordism will continue with the inevitable results, namely, 
rack-renting and inefficient production. Time has proved 
that Lord Cornwallis committed a mistake in conferring pro- 
prietary rights in the soil on the zamindar. Let us take a 
lesson and let us not repeat the mistake by perpetuating one 
F. 2 
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more dead-wall against the progress of agricultural econo- 
my; for, the small middleman is even more rapacious than 
the big. From certain evidences cpllecled by the Commit- 
tee, it is known that in some areas these middlemen take 
from the actual cultivator more than four times what they 
pay to the zamindar. Agricultural economy in the West is 
much less burdened with middlemen in land. An essential 
part of any land reform to-day must be relief to the tiller of 
the soil. If this is not done to-day, our hands may be forced 
for a more radical reform to-morrow. It is a pity that the 
Committee has ignored this important point. 

Other Points 

Considerations of space do not permit my referring to 
the other objectionable points in the Majority Keporl. Rents 
are sought to be fixed on the rates of. 1802. Waram {Ixtlai) 
is to be commuted at 1801 prices. The equality and wisdom 
of this measure have been effectively questioned. The 
waste lands are sought to be assigned to the ryots on the 
assumption that they are communal lands, lands which 
originally belonged to the village community. 1 must point 
out here that Sir Thomas Munro acted in exactly the op- 
posite manner. For him the breaking up of the 
waste was the grand source of the State’s finances. 
The conversion rates have been questioned. Benefits from 
opening up new irrigation works are denied to the zamin- 
dar, while throughout India they are claimed and enjoyed 
by the State as the landlord in ryotwari areas. Crop-war 
rates are condemned, but I claim that they are a most equit- 
able arrangement and must be introduced in the ryotwari 
areas also. This will be much-needed corrective to the 
present conception of land revenue as a tax on land and not 
on income. Immense importance is attached to the cur- 
rency ratio as being the root of all evils — a rather unten- 
able proposition. These are some of the important defects 
of the Majority Report. 

Inadequacy of the Enquiry 

Finally it must be said that a right approach to the 
problem has not been made. More important than the 
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juridical relationship between the landlord and the tenant are 
the economic results of this system. Are the rents in the 
zamindari areas oppressive? Is the tenure of a zamin ryot 
insecure? Is the zamindari settlement conducive to the 
economic development of the country? Are lands properly 
utilized? Is cultivation more inefficient, marketing more 
difficult, indebtedness more crushing, in the zamindari areas 
than elsewjiere? Has the zamindari system worked in a 
way detrimental to the economic welfare of the country? 
lliesc are all most relevant points, and yet little useful in- 
formation on these is found in the Report. A lot of 
material has been gathered on some of these topics, but 
there is no relationshi]) whatever between the evidence and 
the recommendations. Such procedure is unprecedented in 
the history of Indian legislation, A question is sought to 
be decided merely on the grounds of certain interpretations 
of regulations and statements of a by-gone century. This 
hardly fits in with legislation concerning living problems. 
These must be ta'fkled on their own merits with due consi- 
deration of the State’s interests. 

It has been said that the zamindari system is a fifth 
wilt: el to the coach. The defects of the zamindari system 
are fundamenlal. Firstly, it is a permanent settlement. A 
permanent settlement is unsuitable whether it is made with 
the zamindar or with another intermediary, because it gives 
to private persons the unearned increment from land which 
ought to go to the State, as it is the result of social progress. 
This was Ripori’s chief argument cigainst permanent settle- 
ment being introduced in the ryotwari areas. Secondly, 
zamindari settlement is a system that permits a long 
chain of middlemen to perpetually exploit the scanty 
resources of the country. Thirdly, it is certain that it has 
not resulted in those lasting benefits expected of it by its 
authors. Therefore, land reform is urgently called for; 
but what is required is a thorough overhauling of the system 
with a view to devising a more suitable arrangement. There 
is no use tinkering with the problem. As Mr. A. Ranga- 
swami Aiyangar, a member of the Committee, has pointed 
out in his dissenting Minute, the Majority Report is only per- 
petuating the zamindari settlement. Those who went to 
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remove tlie fifth wheel are seeking to add a wheel within a 
wheel. The proper solution may be to remove the fifth wheel, 
and if an equitable scheme of compensation is agreed upon, 
one cannot see why the zamindari system cannot be liquidat- 
ed and all land in the Province brought under a uniform 
system, in which the interests of the cultivator and the State 
will be amply provided for. It is well-known that in Japan 
the feudal estates of the Samurai were liquidated J)y the state 
giving compensation. The money thus liberated found its 
way into trade and industry and paved the way for Japan’s 
industrial pre-eminence. 

Conclusion 

The Committee, mainly on juridical grounds, conclude 
that the ryot is the proprietor of the soil and that rents were 
permanently fixed in 1802. It has been shown above that 
even on juridical grounds these conclusions are not 
unshakable. A permanent settlement on the rates of 1802 
will be unjust to many parties. In fact, if we go back to 
the grain rents of 1801, this would be found extortionate, 
having been generally 50 to 60% of the gross produce. 
The rents fixed in 1802 cannot l3e the proper basis for the 
rents now. What the zamindari ryots have always asked for 
is an approximation to the neighbouring ryotwari rates. It 
is not clear why llie Majority Report has not considered this 
proposal. The land system in the zamindari areas is highly 
defective, and it must be drastically overhauled, but the bill 
as drafted by the Committee will not lead to such an over- 
hauling; on the other hand, such legislation will lead to 
financial embarrassments in the State, and may fan the flame 
of social discontent among the cultivating classes, not only in 
the zamindari but in ryotwari tracts also. It is true the 
Committee has collected a lot of data, although not on all 
the relevant points, but these have been imperfectly utilized. 
A fuller consideration of the questions has therefore become 
necessary. Matters having proceeded so far, the status quo 
is now out of the question; we must go forward, but proceed 
in tUe right manner and devise such a land system as would 
enable us to stave off social unrest and maximise the eco- 
nomic welfare of the rural masses. 



A SCHEME FOR THE SURVEY OF RURAL 
INDEBTEDNESS IN INDIA 

BY 

B. G. Ghate, Ph.D. (London) 

The Central and Provincial Banking Enquiry Com- 
miltees of 1929-31 attempted an examination of certain 
aspects of the problem of rural indebtedness in India and 
collected a great deal of information on the subject through 
intensive village surveys and other sources. But, for vari- 
ous reasons, their findings have lost much of their import- 
ance from the point of view of economic analysis and ad- 
ministrative policy. In the first place, these Committees 
were severely handicapped by the fact that the previous in- 
formation on th^ exact nature of the debt-structure of Indian 
agriculture was altogether too vague to afford any basis for 
generalisation, since, before the publication of their reports, 
it was not possible to estimate even approximately the 
total volume of indebtedness. The entire work of planning 
and organising these enquiries, therefore, devolved upon 
the^e Committees and there is every ground for 
believing that they received practically no guidance 
from the Central (committee in respect of the methods of 
investigation to be pursued. It will be shown below that 
the lack of guidance from the Central Committee and the 
lack of collaboration among the Provincial Committees them- 
selves were responsible for the different methods adopted 
for estimating the volume of debt; and it will also be shown 
that these methods differed from each other in so mf?nv 
ways that the figures for debt per acre, debt per rural 
family, etc., are hardly comparable as between the various 
nrovinces. 

There is also an enormous volume of evidence to show 
that these Committees failed to envisage the problem as a 
whole and concentrated their attention only on certain as- 
pects. These were (a) the total volume of debt and (b) the 

13 



14 


B. G. GHATE 


great growth of indebtedness during recent years. Il would 
appear from a careful perusal of their reports that they 
were not clear in their own minds 'as to what information 
was necessary for estimating the burden of debt'” as 
opposed to the ‘‘volume of debt.” In order to appreciate 
the full implications of the problem, it is necessary not 
merely to estimate the volume of debt but also to examine 
the structure of that debt. The term the “structure of 
debt” may be taken as denoting the following essential 
relationships, namely, those between: — 

(1) the lender and the borrower; 

(2) the volume of an individual’s debt and his 

income; 

(d) the burden of debt charges and llie cost ol 
prbduction; and 

(4) the amounts of seasonal debt and the tt)tal 
debt. * 

The figures relating to the total volume of debt do not 
convey any meaning as to the burden ol debt, because it is 
possible that the distribution of debt may be so uneven that 
the large debts of a small minority may give an impression 
that the average debt per head is also great. '1 he llgures 
of lota] debt do not again throw any light on the proportion 
of seasonal debt to permanent or long-term debt. In every 
agricultural country of the world, the farmer has to incur 
large debts for llnancing the growth of crops, and inlorma- 
tion regarding the seasonal debt in a particular country is 
of vital importance in dealing with jiroblems connected with 
rural credit. Such information is not available for India, 
and, except by a few Ihovincial Committees, no attempt was 
even made to estimate the seasonal debt and the long-term 
debt of the Province. It is also possible that the high 
rates of interest charged by the money-lender are purely 
nominal in the sense that the creditor never expects to 
realise them. Moreover, the burden of debt can only be 
estimated by the proportion that the debt-charges bear to the 
net income per year; and it cannot be done unless there is 
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reliable information regarding the family budgets of a 
representatively large number of cultivators. 

It would not, therefore, be far from the truth to say that 
the problem of rural indebtedness in India has not yet receiv- 
ed the scientific analysis that its importance calls for. If there 
had been a greater collaboration between the Provincial 
(Committees and if the problem had first been properly 
d(‘fined, it is probable that the labours of these Committees 
would hav^e yielded much better results and that their find- 
ings would have served as a good basis for legislative 
measures to combal rural indebtedness and would have also 
presented a clearer economic analysis of the problem. 

It is, therefore, suggested that as far as possible the 
future methods of investigation should be such as would be 
e\|)ecled to throw tiie greatest light on the relationships 
involved in lh(‘ debt-structure; and as far as possible, they 
should also be based on a scheme which could be uniformly 
applicable to all the provinces. The figures in respect of 
debt, which is closely connected with the economic welfare 
of the cultivator, would then furnish a basis for comparing 
one tract in a particular province with another or one pro- 
vince with anollier. The object of this paper is to devise 
a scheme which would avoid all the drawbacks of the 
schemes adopted by the Provincial Banking Committees and 
which would also be suitable to all the Provinces alike. 

(hmerally s|)eaking, the Provincial Banking (Committees 
adopted one or the other of the following methods for the 
estimation of the volume of total debt: — 

Method 1 — An attempt to estimate the debt per head 
of the rural population and hence the total debt 
of the province. 

Method II — An estimate of the total debt based on 
the statements of indebtedness of the mcmibers 
of the co-operative societies. 

Method 111 — An estimate by means of sampling of 
the relation between the total secured and un- 
secured debt and thereby the calculation of the 
total debt. 
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Method IV — The method of sampling and obtaining 
detailed figures regarding indebtedness through 
intensive house-to-house enquiries. 


Method 1 

An Estimcue of the Total Debt by Simple Sampling 

This method was adopted by the Bombay, Assam and 
Bihar and Orissa Banking Committees. The object of this 
method was to obtain through intensive village surveys the 
actual indebtedness of a certain number of cultivators from 
various parts of the province, and on the basis of these 
figures to deduce the average indebtedness per head of the 
rural population. 

This method can best be explained by describing the 
procedure adopted by the Bombay Committee. The Com- 
mittee first grouped the different parts of the province into 
ten tracts on the basis of similarity in (a)*soil, {b) rainfall, 
(c) crops and [d] agricultural and business conditions. 
These ten tracts were treated separately. 

From the information obtained from a few village 
surveys in each of these tracts, averages were obtained for 
each group in regard to (a) indebtedness per head, (b) debt 
per acre and (c) debt as a multiple of land revenue. In 
order to estimate the total debt of the Presidency, the agri- 
cultural population of each tract was multiplied by the 
average amount of debt per head in that tract, and similar 
figures were thus obtained for all the tracts. Finally, the 
addition of the figures so obtained was taken to represent 
the total debt of the Presidency. 

This method is subject to criticism on the following 
grounds: — 

(i) From the point of view of statistical method, it is 

not possible to divide a whole province into 
tracts on the basis of homogeneity. 

(ii) It does not furnish any basis for determining 

the margin of error and the sets of multiples 
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used are so numerous that the chances of 
error are generally maximised. 

(Hi) Even if such a method succeeded in accurately 
estimating the volume of total debt, it would 
not throw any light on the various essential 
relationships necessary for estimating the 
burden of debt and the structure of that 
debt. 

In short, this method is altogether too simple to furnish 
any reliable information as to the exact nature of the debt- 
structure and the results obtained therefrom are statistical- 
ly unreliable. 


Method II 

An Estimation of the total Debt based on the 
Statements of Indebtedness of the 
Members of Co-operative 
Societies 

This method was first adopted by Darling in his 
‘‘ Punjab Peasant.” His estimation of the total debt of the 
Punjab was based on the statement regarding indebtedness 
which every member of the co-operative society has to sub- 
mit; and it was assumed that ‘‘the co-operative population 
was representative of the whole as it included all classes of 
proprietors.” From the statements regarding indebtedness 
of about 44,000 members, it was found that mortgage debt 
was 45 per cent of the whole. On the basis of the figure 
for secured or mortgage debt supplied by the Registration 
Department, the total debt of the Province was deduced, 
since the statements regarding the indebtedness of the mem- 
bers of co-operative societies showed that secured debt was 
about 45 per cent of the whole. The Punjab Banking Com- 
mittee made certain modifications and revised Darling’s 
estimate for 1921 so as to make it applicable for the year 
1929. 

In the absence of funds for the house-to-house enquiry 
which will be suggested below, this method has great 
F. 3 
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advantage over any other method. In the first place, the 
statements regarding the indebtedness of the members of 
co-operative societies are readily’ available in every Pro- 
vince; and these statements taken together with other docu- 
ments which are also available, can furnish a great deal of 
information regarding the distribution of debt, the purposes 
for which it was contracted, the average debt per rural 
family according to size of the holding of that family, etc. 

But the drawback of tliis method would always lie in 
the fact that the co-operative population cannot ‘‘be held to 
be representative of the whole. In some provinces, the 
co-operative movement is so backward that only a certain 
class of cultivators is attracted by it; and experience shows 
that it is not always the representative class. Moreover, this 
method has all the drawbacks of the following method, be- 
cause it will be shown below that the proportion between 
“secured” and “unsecured” debt i«r a very unreliable guide 
for estimating the total debt. 

Methods III 

An Estimation by Simple Sampling of the Relation 
between Secured and Unsecured debt and hence 
the total debt 

This method was adopted by the Madras and the 
United Provinces Committees. It relies chiefly on (a) esti- 
mating the total secured debt of the province and (6) by 
intensive village surveys to estimate the proportion be- 
tween secured and unsecured debt. This proportion is 
applied to the whole province and on the basis of the secur- 
ed debt, which can be deduced from the reports of the 
Registration Department, the total debt of the Province is 
then estimated. 

The annual reports of the Registration Department 
specify all transactions such as mortgages, bonds, sales, 
gifts, etc., involving a property of Rs. 50 or more. Hence 
the “secured debt” may be taken as consisting of debts up to 
the value of Rs. 50 or so, incurred on any security, while 
gn ^ unsecured debt” is a debt obtained on personal security. 
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It was claimed by tbe Madras and U.P. Committees 
that it was possible to obtain a good indication of the total 
secured agricultural debt from the annual reports of the 
Registration Department. But the “secured debt” incurred 
during a particular year does not by itself constitute the 
total debt, because the total secured debt consists of an ac- 
cumulation of many years’ secured indebtedness. For ex- 
ample, a cultivator may borrow Rs. 100 by mortgaging a 
part of his farm in one year and he may contract a debt of Rs. 
200 the next year by mortgaging the whole of his farm. 
His total secured debt, is, therefore, (Rs. 100+200) Rs. 300, 
though in a particular year he may have incurred the secured 
debt of only Rs. 100 or Rs. 200. Hence it becomes abso- 
lutely necessary to determine the average duration of a 
bond and of a mortgagfe. This is done by taking numer- 
ous averages which are in themselves very complicated and 
unreliable. Thus, if it is found that the average duration 
of a mortgage is years and that of a bond 3 years, the 
total secured debt is taken as consisting of: — 

(i) The total mortgage debt of the previous five 

years or the mortgage debt of a particular year 
multiplied by 5, 

Plus 

(ii) The total bond debt of the previous three years 

or the bond debt of a particular year multi- 
plied by 3. 

Having thus estimated the amount of secured debt, 
it is necessary to establish some kind of relationship between 
secured and unsecured debt. This can be done by making 
intensive village surveys and if it is found that the secured 
debt is, say, equal to the unsecured debt, then the total debt 
is twice the secured debt as deduced from the reports of the 
Registration Department. 

This method is open to grave criticism on the following 
grounds : — 

(i) The average duration of a bond or mortgage is 
not specified in the deed and any averages 
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regarding average duration are bound to be 
• highly conjectural. The Madras Committee 
was seriously divided on this question and 
Prof. P. J. Thomas, the economist on that 
Committee, maintained that any estimate of 
the duration of bonds or mortgages is based 
on insufficient data and is bound to be 
misleading. 

{ii) There is no ground whatever to believe that the 
amounts specified in mortgage or bond deeds 
are necessarily the amounts borrowed. 

(Hi) The Registration Department makes no dis- 
tinction between an agricultural and a non- 
agricultural mortgage and the figures for 
secured debt obtained from Registration 
statistics have also to allow for this 
fact. And as it is extrainely difiicult to 
find out which mortgage is on agricultural 
property and which is purely commercial, 
another factor of a highly unreliable nature 
has to be introduced in estimating agricul- 
tural secured debt only. 

In short, this method is altogether too unsatisfactory to 
give correct results, since it is based on far too many aver- 
ages and all these averages are almost conjectural. More- 
over, it has to use far too many sets of multiples and an 
error in any of them may greatly vitiate the total esti- 
mates of debt. But the greatest drawback of this method 
is that it does not throw any light on the debt structure and 
aims entirely at estimating the volume of debt only. 

Method IV 

The Method of Simple Sampling based on Intensive 
Village Surveys 

This was the method adopted by the C. P. Banking 
Committee. At the very outset, the Committee decided to 
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reject the Methods II and III. In the first place, in view 
of the comparative backwardness of the co-operative move- 
ment ill the Province, it was decided that it would be errone- 
ous to assume that the co-operative population is representa- 
tive of the whole. Secondly, half of the Province is mal- 
guzari and the other half is ryotwari. Under the malguzari 
system of land tenure, the tenant-cultivator generally ob- 
tains the tease of his land for a specified term of years and 
if he is a “ permanent tenant,” he cannot be ejected except 
in exceptional circumstances. But neither of them can alie- 
nate or mortgage or transfer their lands, the proprietary 
rights being vested in the malguzar or the zamindar. Hence, 
the figures for secured debt do not throw any light on the 
indebtedness of these tenants because they have no mortgage 
security to offer. It was, therefore, necessary that some 
new method should be evolved for the requirements of this 
Province and it was decided that as much data as possible 
should be obtained from house-to-house enquiries and 
intensive village surveys. 

At the time of the Banking Enquiry Committee a re- 
settlement was in progress in four districts of the province. 
The Committee sent a detailed questionnaire to the Settle- 
ment Officers and compiled a full statement regarding the 
indebtedness of every cultivator from the answers received 
from these officers. 

In the remaining 18 districts of the province a simple 
sampling method was adopted. The whole of the province, 
as in Bombay, was divided into four groups on the basis of 
similarity in soil, rainfall, productivity and economic condi- 
tions. Each of these groups was then divided into taluks 
and a few of the “typical villages” in each of these taluks 
were intensively surveyed by the special officers appointed 
by the Committee. In order to secure a uniformity of 
results, a detailed questionnaire was sent to them and they 
were asked to make any special remarks on separate sheets 
of paper. After the questionnaire had been returned, the 
Committee split itself into sub-committees and these 
sub-committees toured some of the villages surveyed by the 
officers and made independent enquiries to check their re- 
sults. 
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In this way, excluding the four districts in which reve- 
nue re-settlement was in progress and where every culti- 
vator was brought under examination, out of the remaining 
30,000 villages over 6,000 were intensively surveyed with a 
view to bringing “ under examination the individual indebt- 
edness of all the cultivators in them.” The Committee thus 
succeeded in obtaining a debt census of over 2 lakhs of 
cultivators and the results were then classified and present- 
ed in their report in a systematic form. 

This method would seem to be the best one as it has 
numerous advantages over any other. In the first place, the 
number of cultivators brought under examination in this 
province was far in excess of those examined in any other 
province. Secondly, this method is independent of the 
statements of co-operative population* in respect of indebted- 
ness and avoids all the complications of the Madras method 
in deducing mortgage indebtedness and the ratio of mortgage 
debt to the total debt. 

The greatest advantage of this method, however, lies in 
the fact that it helps us to elucidate the debt structure of the 
provincial agriculture. Perhaps no other Banking Commit- 
tee had been able to throw so much light on the problem of 
rural indebtedness as the C.P. Committee has done, and 
some of their findings may be summarised here to elucidate 
the results that can be obtained from such a method of 
investigation : 

(1) ‘'In Berar at the existing land values the per- 

centage of debt to the total land value of the 
cultivated acreage is only 17 per cent and 
the cultivator, therefore, is far fi’om being 
insolvent.” 

(2) 3*9 per cent of the cultivators are hopelessly 

indebted and their debts amount to 37*4 per 
cent of the total provincial debt.” 

(3) “There is a small percentage of persons who 

are hopelessly indebted and who are respon- 
sible for a very substantial proportion of the 
total indebtedness. At the other extreme, 
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there comes a much larger percentage of 
persons who are not indebted at all. And 
between these two extremes, come the culti- 
vators who are indebted in varying degrees.” 

(4) The costs of maintenance and the costs of 
cultivation for the whole of the province have 
been obtained and the proportion of debt 
charges to the net income per year has also 
been estimated.” 

A Scheme for Future Debt Surveys in India 

The C.P. method has, however, one serious drawback. 
Only one village, ‘‘ typical ” or representative ” in the 
judgment of the Committee, was surveyed in each taluk. 
As Prof. Bowley and Mr. Robertson point out in their 
Scheme for an Econorfiic Census of India, it is difficult or 
almost impossible to decide as to which village is representa- 
tive or typical either of a taluk or of province. From the 
statistical point «f view, a village which is typical of a 
special area may not be typical of each district and much 
less of a whole province. The fundamental condition for 
obtaining a total or average based on a sampling enquiry is 
that every unit in the aggregate shall have an equal chance of 
being included. This condition can be satisfied by several 
methods, but the method advocated by Prof. Bowley and Mr. 
Robertson has been successfully followed in other investi- 
gations and it is proposed that the selection of villages for 
intensive debt surveys should cilso be based on the method 
suggested in the Scheme for an Economic Census of India 
by these authorities. 

In order to obtain a representative sample of villages 
it is necessary to survey between 200 to 300 villages in each 
province according to the population and the size of that 
province. All the villages in the Province should first be 
arranged in some definite order. This may take the form 
of an alphabetical order, or, as the report points out, there 
is no objection in arranging the taluks in an order that 
corresponds to various types of cultivation, if this is done be- 
fore the selection is made from the ordered list/’ 
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Let us suppose that there are 86,618 villages in the 
province and that it has been estipated that 200 village 
surveys would give representative averages. Then every 
86618/200th village or about 430th village should 
be surveyed from the list of villages obtained by arranging 
them in the definite order mentioned above. “When a vil- 
lage has once been selected by the process described, no 
other can be substituted for it without grave risk of error, 
however untypical it is or however difficult to investigate; 
because each peculiar and remote village must have the 
same chance of inculsion, as the village regarded as typical 
on a priori grounds.” 

The results obtained can then be checked by methods 
given by Prof. Bowley and Mr. Robertson and, if necessary, 
further checks can always be devised by different statistical 
methods. 

Having fixed the number of villages to be surveyed and 
having made the ’selection from the list arranged in the 
definite order mentioned above, the selected village should 
be surveyed with a view to obtaining a detailed information 
regarding rural indebtedness. The object of such enquiries 
should not be purely academic and it should always be borne 
in mind that accurate information regarding the distribu- 
tion of debt, the ratio of seasonal and permanent debt, the 
rates of interest, the costs of production, etc., would furnish 
a clearer basis for legislative measures to combat rural 
indebtedness. In short, the purpose of such surveys should 
be strictly practical. 

The main heads of enquiry should be as follows: — 
(A) INTRODUCTORY 

(i) A short description of the village, its total popu- 

lation, the form of land-tenure and agricul- 
tural conditions. 

(ii) Land-tenure, number of cultivators grouped 

according to the system of tenure and the 
number of persons who have no land at all. 

Mos« of the information under this group can be checked 
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from the books kept in the various departments, such as 
Land-Revenue Department, Registration Department, etc. 

(B) ASSETS OF THE CULTIVATOR 

(i) The size of holding, the value per acre of land, 

the value of produce. 

(ii) The amount of land revenue or rent. 

# 

(Hi) The sources of income from subsidiary indus- 
tries, dairy product, etc. 

(C) THE ECONOMIC POSITION OF THE CULTIVATOR 

(z’) The kinds of crops grown, the prices of crops, 
the total gross income. 

(ii) The cost of production including rent or land- 
revenue. 

(Hi) The si^e of the family, the incidental earnings 
of the dependents, etc. 

(D) DEBT CENSUS 

(i) Total debt. 

(ii) Debt on personal and mortgage security. 

(Hi) The times when these debts were contracted. 

(zi;) Rates of interest charged, the actual amount of 
money paid during the previous five years for 
debt repayment and interest charges, etc. 

(p) The names of money-lenders, a list to be ob- 
tained from them regarding the number of 
debtors and a full statement regarding the 
debts of each individual debtor. 

(E) OBJECTS OF DEBT 

Attempts to classify debts as productive and unproduct- 
ive should be given up; and the objects of debt should be 
broadly classified as follows: — 

F. 4 
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(z) General purposes of maintenance and produc- 
tion. ^ 

(ii) Extraordinary objects such as social ceremonies, 
litigation, etc. 

(F) SOURCES OF DEBT 

Such as from co-operative societies, ('overnmcnl, 
money-lenders, etc. 

It is suggested that a separate form for each family 
should be fdled in by the investigator and after all the forms 
have been collected a combined statement could then be 
prepared for each village and the province or district as a 
whole. The form for the family is shown in Schedule 1 and 
for the village or province in Schedule II. 

The question regarding the personnel of an economic 
enquiry which can also have an important political bearing 
is always difficult to decide. It is clear from the nature of 
this enquiry that the personnel must largely consist of people 
who are well acquainted with village conditions and who 
can also command the confidence of the villager. The 
PuTijab Board of Economic Enquiry has undertaken a num- 
ber of village surveys, but it is doubtful whether such 
organisations will have tlie financial resources to conduct a 
large enquiry of this kind. The best thing would, therefore, 
be the appointment of a committee to be appointed by each 
Provincial Government consisting of: — 

(a) An economist as Chairman. 

(b) A landlord as riKunber. 

(c) A money-lender as member. 

(d) A member of the Legislative Assembly as 

member and 

(e) A revenue officer as secretary. 

The Provincial Governments should also lend the ser- 
vices of the subordinate revenue staff to these Committees 
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and the preliminary work of carrying out house-lo-house 
enquiries should be entrusted to this staff. The Committees 
should then tour most of the villages so surveyed and check 
the results obtained. The work of sorting out the informa- 
tion for Schedule II should then be completed by the Commit- 
tee, and the object of the report of this Committee should be 
to analyse all the relationships involved in the debt-structure 
and to make recommendations regarding the formulation 
of a debt policy based on the information obtained through 
intensive village surveys. 
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SCHEDULE 
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THE STATE AND ECONOMIC LIFE: A REPLY 
TO SOME OF THE CRITICISMS 


BY 

Anwar Iqbal Quresiii, M.A., M.Sc. (Lond.), Ph.D. (Dub.). 

Head of the Department of Economics, Osmania 
University, Hyderabad {Deccan). 

My State and Economic Life was published two years 
ago. It has been extensively reviewed both in this country 
and abroad. I have derived tremendous amount of benefit 
from some of the reviews. It is a matter of great satisfac- 
tion to me that the level of these reviews was very high, and 
with very minor exceptions the suggestions put forward by 
the reviewers were of a constructive nature. It is not the 
purpose of this article to answer any of my critics indivi- 
dually or to start a defensive battle of words, but my main 
aim in writing this article is to clarify some points. Two 
things have prompted me to write this article : firstly, the 
publication of my State Banks for India, in which 1 have 
advocated the active participation of the state in developing 
banking in this country and secondly, my acceptance of the 
membership of the Sub-Committee on Agricultural Market- 
ing and Finance of the National Planning Committee. It is 
said that both these things are against the views which 1 
expressed in my ‘State and Economic Life’ in which it is 
alleged that I advocated a policy of non-intervention by the 
state and deprecated all economic planning. I have been so 
much misunderstood that I can hardly flatter myself to have 
made my ideas clear. The main criticism that has been 
levelled against by book is that it was too late in the day to 
preach the doctrine of laissez faire and free trade especially 
when even England, the most ardent champion of these 
doctrines, has abandoned them. 1 am afraid that without the 

30 
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least disposition to be intransigent, I am quite unconvinced 
with the arguments that have been put forward by my critics 
agamst my main thesis. Without any further apologies 1 
think it is best if I directly confine myself to make my thesis 
as clear as I possibly can. I quite realise the controversial 
nature of the subject dealt in that book and a good deal of 
misunderstanding will be removed if the motive force of 
writing this treatise is always kept in view. I mentioned 
this in no Ambiguous words in my preface. For the sake of 
clarity I repeat those words again: The subject which is 

discussed in the following pages is of a highly controversial 
nature, and a good deal of misunderstanding is bound to arise 
if the motives of the author are not taken into consideration. 
The chief motive which has impelled me to undertake this 
work is my desire to bring to the notice of my countrymen 
the changes which the post-war European economy is under- 
going, how far the policy of economic nationalism has been 
fostered, and what might be ks effects on our exports.’’ 

The chief criticism that has been levelled against my 
book is that it is now too late in the day to argue the case 
for free trade and “^‘let alone” policy. Personally I too be- 
lieve that under the jiresent circumstances when the feelings 
of economic nationalism are so strong, the tariff barriers are 
so unsurmountable and the slate control in so many countries 
is so rigid, it will be a folly of the first magniUide for any 
practical man to advise a country to adopt a policy of ‘‘let 
alone ” and free trade. Now I may be pertinently question- 
ed that if I also personally believe what I have just written 
how or why on earth am I to defend my thesis. I have also 
been blamed to be inconsistent in the same book by advocat- 
ing a policy of non-intervention in one part of the book and 
advising closer economic relations with the British Empire 
in the other. This seems to my critics the weakest part of 
my book, while, on the contrary, I think this is the strongest 
point of my thesis. Now 1 shall endeavour to my best to 
reconcile these two apparently conflicting notions. 

In order to appreciate my thesis I shall only ask for 
one favour from my readers, and that is, that they should 
keep in view that the book has been written by an aca- 
demic student of economics and not by a politician. The 
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conflict in my views is purely due to my being realistic and 
not ignoring the things as they are. 

In the first part of my book, I have examined purely 
from the theoretical point of view the advantages of univer- 
sal free trade and laissez-faire economy and showed its 
advantages with the nationally controlled economy. 1 am 
sure few will dispute with me that if for one moment we 
suppose that all the countries of the world willingly and 
honestly are prepared to remove all barriers to trade, capital, 
and men, and the world economy is based on territorial 
division of labour, the world, as a whole, will be economical- 
ly belter off than it is at present under conditions of control 
and restrictions. All the principal laws of economics are 
leased on this assumption. The main function of economic 
analysis is to enable us to understand properly the various 
aspects of a given situation. We ^ludy how to make the 
best use of our resources and to derive maximum marginal 
utility from those. The economic analysis shows that, 
under conditions of universal free trade aiyJ the let alone” 
policy, the goal of maximum marginal utility could be 
achieved with the least amount of sacrifice. It may be said 
that this is too theoretical an assumption the parallel of 
which ever hardly existed in this world. But even taking 
the world as it was before 1914 with less economic restric- 
tions than there are to-day, we find that the world, on the 
whole, was better off economically than as compared with 
the world of to-day. 1 look pains to point out that the 
results of slate intervention in economic life have not been 
so glorious as their trumpeteers would make us believe. 
The following quotation from the World Economic Survey 
may be read with some benefit: — 

Des])ite the recovery so far achieved, unemployment in 
]9‘M was still more than double that in 1929. If the absorption 
of the unemployed should continue during the current year at the 
same rate as in 1934 the amount of unemployment in the world 
wdth production Imck to the 1929 level, would still be 75% greater 
than it was then. Yet the conclusion is irresistible that, until 
significant expansion of international trade is achieved, there will 
remain, despite substantial recoveries of national production, a 
‘ hard core of unemployment ’ in practically every industrial 
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It has been said that the system of laissez-faire has 
been responsible for the present chaotic condition of the 
world. I maintain that all the present national conscious- 
ness, and the increasing tendencies towards autarky are re- 
sponsible for the present chaos. Only international free 
trade can bring lasting peace to the world. In a real and 
honest system of international trade politically dependent 
countries have no values and the chances of world conflict 
are greatly .lessened, at least all the economic causes of war 
are removed. At least in one important respect there is no 
difference between capitalism and socialism in that they 
both believe in universal free trade. In socialism there is 
a world state with no national barriers either for the move- 
ment of goods, or men or capital. In the capitalistic 
system there may be a number of states, but their govern- 
ments are expected to mitintain law and order and to leave 
other things alone. It may be said that such a simple state 
of affairs, has never existed before, and it is futile to hope for 
its establishment in the future. This may not happen but, 
as economists, it is our duty to show the advantages of one 
system over the other. I for myself confined my studies to 
showing that the policy of state intervention, at least of 
haphazard state intervention, especially in a capitalistic 
system, has not been successful. It was with this end in 
view that I warned my countrymen that a good deal of dis- 
illusionment and dissatisfaction are bound to come to those 
who have jiinned too much faith on the magic power of the 
slate. Theoretically speaking, the system of free trade and 
laissez-faire is far superior to the policy of state intervention 
and economic control. Just as, morally speaking, self virtue 
is much better than imposed virtues. But just as no 
moralist who lives in this human world can ignore the 
human weaknesses, so no sensible economist can ignore the 
wedmesses of the state. If we find that our ideal system 
is not working smoothly and others are not playing the game 
fairly, we have to defend ourselves. The advantages of 
playing a fair game could only be secured when everybody 
was playing fair. A person would be more than simple 
who insisted on playing fair when everybody else was play- 
ing foul. It was with the consciousness of this realisation 
F. 5 
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that in the world situated as it was, I considered, it was in the 
best interests of India to follow, a policy of closer econo- 
mic relations with the Empire. My belief is that if one 
has to choose between two evils, he should choose the lesser 
one. 

I did not advocate that our industries should be left to 
the ruthless forces of competition as I have been misunder- 
stood to have advocated. All that I said was that in view 
of the changed technique of economic warfare protection no 
longer was an adequate weapon to fight with and protection 
alone will not solve the difficulties of our industries. Al- 
though I pointed out at some length the disadvantages of 
state control but not for one moment I advocated a policy 
of rugged individualism. On page 187 I wrote, In the 
previous pages more than once we have pointed out the 
dangers of state control but it shyuld not create an impres- 
sion on the readers that we are entirely against any inter- 
ference by the state. There are certain functions for which 
the state is very much suited and the results achieved would 
be very desirable. In regard to developing India’s indus- 
tries I pointed out in my preface that our industries stand 
more in need of better trained labour, better internal 
organisation and scientific management, of better facilities 
for marketing, than just an artificial protection from foreign 
competition.” Again on page 187, discussing the problem 
of Indian industries, I remarked, '' It is all the more desir- 
able that the state should follow the persuasive policy and 
should create facilities for industrial education, and create 
some Advisory Boards for advising Indian industries. I am 
sure if proper attention is devoted in this direction we can 
dispense with high tariffs to quite a considerable extent, 
and achieve the desired end.” I would like my readers to 
specially note the words, “ dispense with high tariffs to quite 
a considerable extent.” My view will be better appreciated 
if the following lines on the same page are read with this, 
if certain industries are in need of help, especially the key 
industries, it is more preferable that they should directly be 
subsidised by the state. The policy of subsidising is certain- 
ly preferable to a policy of protection. In the case of sub- 
sidising better control can be exercised and the accounts can 
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be watched more carefully than in the case of protection. 
Unlike protective duties it is not regressive in its incidence 
and its burden is not inequitable. The public is more likely 
to take a keen and intelligent interest in industrial matters 
when it knows the amount of subsidies given than under the 
system of protective tariffs. I fail to understand why Mr. 
Karve thinks it difficult to accept the view that subsidies 
will be less^ regressive in their incidence than tariffs.” 

For a healthy development of industries in India, 1 
advocated that, in my opinion the future policy of India 
should be directed towards developing medium-sized and 
small-scale industries rather than large-scale industries. 
There are various industries that are connected with agri- 
culture which could be developed. This will not only rapid- 
ly industrialise the country but will also provide a subsidiary 
occupation to our farmers who find that they cannot fully 
employ their time in agriculture. There is no reason why 
we should not develop a dairy industry, a fruit-preserving 
and fruit-canning fhdustry. Jam-making and various other 
allied industries might be started. I think, if proper steps 
are taken we can easily export these products to various other 
countries. The future salvation of India lies not in develop- 
ing a few large-scale industries in one or two provinces but 
in encouraging small industries all over the country.” 

So far I have only attempted to clarify some of the 
points, and I have tried to show that at no stage did I believe 
either in the absolute policy of ‘‘ let alone ” or in not 
developing the industrial resources of this country. I have 
shown that even for the industrial development of the country 
the help of the state is necessary and I advocated the policy 
of active help by the slate in the form of subsidies. Now, 
two other points remain to be discussed, viz., the control of 
prices and economic planning. 

Control of Prices 

I shall mention the problem of control of prices very 
briefly as I have discussed it at some length somewhere else. 
The longest chapter of my book was on control of prices in 
which I examined various schemes of price control in some 
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of the leading countries of the worljd and my conclusions were 
that it is very difficult to control prices in the long run even 
by the most autocratic national government. The truth of 
this is being well realised by various provincial governments 
of India who have been trying to control the prices of some 
commodities since the war. In this connection I am tempted 
to quote Sir William (?). 

Price is like a thermometer, and if you comhiiie it with 
competition you get something like a thermostat — a more or less 
automatic regulator of the economic mechanism, encouraging pro- 
duction of things for which there is an effective demand, dis- 
couraging production of others, serving the comfort and conveni- 
ence of consumers. But if one is to use it in tliat way, it is 
essential to give the regulator a chance. An economist’s chief 
complaint against the world to-day is that the world at large is 
playing with prices and not allowing :heir regulator to function. 
The Americans have a story about a man who went into a room 
and looked at the thermometer which was somewhere well below 
freezing point. “ Gee,” he said, it’s cold,” and put his thumb 
on the bufb and sent the mercury up to sun]mer heal. Then he 
took off his coat and died of pneumonia. I sometimes wonder 
whether some of the people who think pushing up prices is a royal 
road to prosperity know more about the economic system than 
that man did about thermometers.” 

Therefore, I advocated that economic forces should be 
left to themselves. Mr. Lokanathan observes, if this view 
be correct, it ceases to be interesting to a people faced with 
the difficult day-to-day problems. Fortunately, it is not 
correct.” I fail to understand why this view is not correct. 
1 quite realise as Mr. Lokanathan has pointed out that certain 
forces have come into operation which do not allow the eco- 
nomic situation to work smoothly, but who is mainly respon- 
sible for those forces? In the post-war period we have seen 
the amazing jugglery of politicians and others in the form 
of various ill -conceived schemes to correct the economic 
system which has itself been poisoned by their own doings. 
I quite realise also that, at present, it is hardly possible to 
think that the w^orld will be prepared to allow the economic 
forces to adjust themselves. But this does not mean that 
we cannot argue and prove theorMically the advantages of 
laissez-faire economics with government economics. It is 
very often misunderstood that the advocates of laissez-faire 
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did not favour any actiop or interference by the state. This 
is far from the truth. Positive interference by the state was 
recommended by Adam Smith and others against monopolies 
and other such restrictive combinations. I like to point out 
with the utmost force at my command that nowhere in my 
book did 1 advocate that the state should not do anything or 
in no circumstances whatsoever state interference was desir- 
able. Ott the contrary, 1 dehnitely j)ointed out on page 187, 
that there are certain functions for which the stctte is very 
much suited and the results achiieved would be very desir- 
able.” 1 have further developed this thesis in my State 
Banks for India, where 1 have shown that, in the field of 
banking, stale action is more desirable than the private 
individualistic action. The state has a special responsibility 
towards controlling the banking system and 1 have quoted no 
less an authority than Adam Smith in support of this view. 

Economic Planning 

Almost every reviewer has disagreed with me in regard 
to my chapter on economic planning. I have given my 
utmost consideration and carelul attention to the points 
raised by the reviewers, but 1 must say with due regard to 
modesty and without any disposition to be intransigent that 
as far as these observations are concerned, 1 am quite un- 
convinced. As a matter of fact, 1 regard that the full impli- 
cations of economic planning have not been properly under- 
stood by most economists in this country. This apparently 
seems rather a strong charge, but 1 am quite prepared to 
defend it. As economic planning is the burning topic of the 
day and divergent views are being expressed on this subject, 
1 shall deal with the matter at some length. Before 1 
proceed to answer some of my critics 1 would like to state 
my views as clearly as 1 possibly can. In my preface to the 
book 1 pointed out, what is popularly now called planning 
is nothing but rationalisation and scientific management 
and 1 am a firm believer in that.” In Chapter 2, I pointed 
out not only the difficulties of economic planning but also the 
fundamental difficulty as to what we mean by planning. I 
pointed out that ‘‘it is very difficult to give any exact definition 
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of planning which would command universals acceptance. 
Different individuals are using it in different sense.” I have 
been confirmed in this view by the different ways in which 
the different reviewers have understood planning or would 
like to plan. For instance, Mr. Bhatnagar would like to 
‘‘ plan for the nation as a whole and yet within the frame- 
work of that plan leave sufficient scope for individual liberty 
and individual initiative to have the fullest possible way.” 
But what would happen if individual liberty conflicts with 
the national plan? In a system of perfect planning I have 
pointed out that individual interests will not only have to be 
sacrificed but ruthlessly slaughtered to the wishes of the 
central planning authority. Take for instance, Russia’s 
system of economic planning. There by planning is meant 
an absolute and complete surrender qf individual rights and 
judgment in production, distribution, exchange and even in 
consumption to the supreme will of the state which guides the 
destinies of the nation on a plan prepared beforehand to 
which every individual must submit. You may be accustom- 
ed to eat wheat bread, but the state planning may think that 
in their system of planned economy more wheat should be 
exported and less consumed at home and the consumption of 
rye or other cereals is to be encouraged. You have then got 
to dispose of your wheat according to the instructions of the 
planning board and be content to eat rye whether you like 
it or not. This is the extreme form of planning which is 
carried out in Russia. Mr. Bhatnagar does not like this sort 
of planning. He observes, that if in the name of general 
good the individual is to be reduced to the position of an 
automaton, in short, a slave of the central bureaucrats, then 
that planning with all its attendant efficiency in production 
is not worth having.” 

Mr. Karve believes that, our object must certainly be 
planned and regulated industrialisation.” Mr. Lokanathan 
observes, that a new way has to be found by which the 
abuses of the old system and the dangers of government 
planning may both be avoided.” He further realises, “to 
construct such new framework is undoubtedly a difficult task 
but it is dangerous to ignore, as Dr. Qureshi does, the true 
nature of the problem which faces the world at the present 
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moment.” I shall presently deal with the problem raised 
by Prof. Karve. In reply to Mr. Lokanathan’s criticism 1 
would like to make the following observations: 

It is said that economic mechanism no longer works 
smoothly and it is necessary to adjust it by means of plan- 
ning. But one may ask pertinently why is not the economic 
mechanism working as smoothly as it was before the war? 
The advocates of planning say that this friction is due to the 
inability of the present competitive system to adjust itself to 
the changing circumstances. But the question arises ..s io 
how the circumstances have changed and who has been 
lesponsible for the change? The present depression is die 
result of two forces: (1) That in the post-war period 
political interventions have been working in restricting the 
economic mechanism from functioning in its broadest sense, 
and (2) that these tendencies are mainly, if not entirely, the 
result of that policy. ‘‘ Now there can be little doubt,” 
writes Professor Robbins, that in the post-war period the 
capacity of the |;conomic system to sustain shocks to adapt 
itself to a process of rapid change has been, as a result, 
impaired. The essence of pre-war capitalism was the free 
market .... in the sense that the buying and selling of 
goods and the factors of production were not subject to 
arbitrary interference by the state or strong monopolistic 
control .... Since the pre-war period it has tended to 
become more and more restricted.” ‘‘ The cartelization of 
industry, the growth of the strength of the trade unions, the 
multiplication of state control have created an economic 
structure which is certainly much less capable of rapid adap- 
tation to change than was the older, more competitive 
system.” 

The elements of rigidity and instability are the outcome 
of the policy of state intervention. How far planning will 
help to lessen this rigidity and instability is a question which 
we shall examine now. Planning, if it is to be successful, 
will have to be entrusted to some central authority and this 
involves a high degree of centralisation. If any system of 
industrialism is to be successful, it is necessary that there 
should be scope for free adjustment and free enterprise, and 
the controlling authority should be able to take immediate 
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and speedy action. Anybody who has the least experience 
of bureaucratic measures of control knows how rigid and 
inelastic these bodies are and how much red-tape is involved 
in doing even the most elementary business with them. The 
rigidity and inflexibility that are the two distinguishing 
features of the post-war depression period have been brought 
into existence by state intervention in various countries. 
The system of capitalistic enterprise has not failed because 
of any of the inherent defects in the system itself but because 
ol the ill-conceived measures which have been adopted to set 
it right. Post-war economic tendencies have seriously 
obstructed this mechanism. Wage rates have lost flex- 
ibility, the freedom of markets has been obstructed by cartels 
and monopolies frustrated by state policy, restrictions have 
been imposed on the exchange of goods and services between 
countries, individual countries have, promoted control and 
bounty schemes, — rthese are the tendencies and policies which 
have caused a temporary breakdown of the prevailing eco- 
nomic system.” If recovery is to be main^^ined and future 
progress assured there must be a more or less complete 
reversal of government regulation of enterprise. The aim 
of government policy in regard to industry must be to create 
a field in which the forces of enterprise and the disposal of 
resources are once more to be governed by the market. ’ 

Now let us examine Mr. Karve’s proposition regarding 
planned and regulated industrialisation in this country and 
see how far this could be put into practice. Mr. Karve 
believes that "" we cannot now escape from the natural 
demand of the present state of capitalism which is social 
control.” He further observes, that this need not, in fact, 
ought not to, make the end of legitimate individualism. With 
a socially inclined individualism we can secure the energy 
of private initiative and the justice of social union.” 

Through co-operation as much as through other mixed 
forms of economic activity that are being daily created the 
best of both the systems may be secured in so far as the 
pressure of events permit.” 

If Mr. Karve’s goal of planned and regulated industri- 
alisation could be secured through these means, I quite 
welcome his suggestions. But I am afraid Mr. Karve very 
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much under-estimates the requirements of planned and 
regulated industrialisation. In India the conflict between 
Various interests is so 'colossal that it cannot be solved by 
private initiative and at the same time enable us to achieve 
the end of planned and regulated industrialisation under the 
capitalistic system. 

Most of the reviewers contemplate the system of plan- 
ned and regulated industrialisation in India under a system 
of privaje capitalism. If they had advocated such a system 
by abolishing capitalism and individualism in this country 
and had recommended a system of socialism in this country, 
I would have agreed with them theoretically. But to hope 
for planned and regulated industrialisation with state control 
in private hands is a contradiction in itself and we cannot 
achieve lasting results in the long run. Twenty years ago 
when wf' adopted the policy of protecting our industries 
everybody welcomed it, but most of us were slow to recognise 
its full implications. And those industrialists who so 
ardently advocated it on grounds of national welfare are not 
prepar(‘d to accf*})! all its logical consequences. What are its 
logical consequences? (1) The state intervenes. (2) The 
level of tariffs is raised. (3) To begin with, the cost to the 
consumers generally increases. (4) If protection is given 
to a number of commodities, especially consumption goods, 
the cost of living increases. (5) If protection is given to 
production goods, the cost of production increases which 
hampers our exports or at least decreases the competitive 
position of our exporters. (6) It benefits the producers of 
those goods, the imports of which are protected. It has 
often been said that once a protection is given to an industry 
it is very difficult to take it away. Let us see how it happens. 
The protected industry is placed under a special privileged 
position in regard to the sale of goods produced by it. If a 
protective duty of 50% is levied on the import of a 
commodity it means that the cost of producing that commo- 
dity is probably 50% more as compared with other export- 
ing countries. Or later on when such an industry gains 
experience it begins to produce at lesser costs and mon 
money is available to distribute to its shareholders as profits. 
How many mill-owners are prepared to share these profit^ 
F. 6 
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with the government? Even to-day we find that a great hue 
and cry has been raised in this country against the taxing of 
war profits which are not at all due ‘to any efforts of the 
mill-owners. At the same time we find that there has been a 
phenomenal rise in the sliares on the stock exchange due to 
expectation of high profits. Tn December last when I went 
to Bombay to attend a m(‘eting of the National Planning 
Committee, I went to the Stock Exchange and asked some 
friends as to why the prices of shares of cloth miljs were 
rising. Personally, T could see no reason for the rise of 
prices of these shares considering the existing condition of 
the mill industry. I was told that my observations were 
(]uite correct but the share's were rising in expectation of the 
prolongation of the war anel a further rise in the price of the 
mill (doth. Now suppose the war terminates. What will be 
the fate of the cloth-mill industry, especially of its share- 
holders? Suppose before the declaration of the war the 
price of a mill share was Rs. 100 and the mill was declaring 
a profit of 5%. Now owing to war boom the mill earns 
huge profis and decides to declare a dividend of 15%. If 
the rate of interest on other equally good securities does not 
rise above 5%, the share of this mill is three times as valu- 
able as compared with other securities. Consequently, the 
price of this share may rise up to Rs. 300. There will be 
a number of people who buy these shares at Rs. 300 instead 
of Rs. 100 and will he equally well-off as compared with 
holders of other securities as long as the rate of dividend 
remains 15%. But what happens when the war terminates? 
The closing of the last great war tells us this. There was a 
serious fall in the profits. A shareludder who had purchased 
a 100 = rupee share for Rs. 300 now got 5% profit, which 
means that while previously he was getting 5% on his 
capital, now he got even less than 2%. Naturally this is a 
bad investment now. It reflected the bad condition of the 
mill industry and consequently a clamour was raised to save 
the industry from collapse and ruin by adequately protect- 
ing it. When the state had once interfered to protect the 
industry the natural and logical consequence is not only to 
control the profits payable to the shareholders and to fix a 
statutory limit to the appreciation of the shares, but 
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also to participate in the excess profits earned above the 
maximum. 

Just as the government had intervened to protect the 
mill-owners, it is also desirable that it should intervene in 
the interest of labourers to fix a maximum (?) wage which 
should allow not only for necessaries of life but also for 
conventional necessaries and some comforts. If the mill- 
owners are found to be inefiicienl, the logical consequence ol 
state intervention will be that die slate itself should under- 
take productions. Thus the fuithest consequence of state 
intervention is state ownership and socialisation of the means 
of production. 

Are our planners prepared to go so far? Are the mill- 
owners in India, wlio have been y(‘arning for state interven- 
tion on their behalf fof granting them protection, saying that 
such intervention was in the interest of the'country, prepared 
to welcome the action of the state in regard to limitation of 
profits, social insurance minimum wage and other such 
allied problems. If the answer to these problems is in the 
affirmative, 1 support state intervention whohdieartcdly. 
But, unfortunately, there are no signs to show that the 
answer is likely to be given in the affirmative. 

The Congress governments during their short regime 
have done very litfle to exercise any conlrol in the industrial 
field. But even the very little that they have done is being 
looked upon in industrial circles with apprehension. They 
cannot both eat their cake and have it. Either they should 
be left to their own fate or they should be prepared to submit 
themselves to the proper control of the state. My opinion 
is that effective planning is not feasible under the capitalistic 
system. 


Planning for India 

If planning is to achieve any success, the Planning 
Authority must be in possession of up-to-date information 
and knowledge about all aspects of economic life, and must 
also be able to use this knowledge. Detailed data should 
be available about the state of existing production and trade, 
the distribution of income between the different classes of 
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the country, the organisation of industry and its technical 
equipment; the composition of its population, its geographi- 
cal distribution, and the trend of changes. These are some 
of the few most important subjects about which detailed 
information must be available. And above all, th(^ l^lan- 
ning Authority must possess a very high degree ol adminis- 
trative skill and should be able to use the dala properly. 
The planning of one family’s affairs is not by any means 
an easy job, and when it comes to planning tlie natural 
resources of the country, it appears to be a superhuman job. 
The question of planning the economic resources ol India 
under the present system is out of practical politics 
altogether. Planning, in its broadest sense, could only be 
undertaken in countries where the means of production are 
collectively owned. Planning under*tlie capitalistic system 
where means of production are owned individually and the 
Central Planning Authority has no control over them is not 
possible and any planning measures underti(iken in a system 
of capitalistic enterprise are doomed to failure. In the 
system of capitalistic enterprise, jiroduction is undertaken 
with a view to individual profit and firms cannot be compel- 
led to take any action which may not be of direct gain to 
them. In such a system conflict is bound to arise. Another 
practical difficulty which a Planning Authority will have to 
face in India is the lack of any reliable data and the in- 
availability of statistics about even the most vital subjects. 
Another difficulty is the inqiossibility of adequate economic 
calculations. This difficulty arises because of the absence 
of any definite measure to the wants of consumers. The 
Planning Authority before making its programmes for pro- 
duction must have some sort of idea as to the ultimate end 
of production. If the final end of production is consump- 
tion, it becomes necessary that we should have some agency 
at our disposal to find out the exact needs of the consumers. 
If the consumers are left free to make their own choice they 
will upset the planning, as individual tastes differ, while on 
the other hand, if we assume that no freedom of choice is 
left to the consumers then planning means tyranny of the 
first magnitude. It will be a superhuman task for the con- 
trolling authority to determine in any precise manner the 
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demand for certain goods and in the execution of such plan- 
ning great friction is bound to arise. This friction would 
be greater if, due to natural and seasonal variations, the out- 
put of agricultural products does not come any nearer to the 
calculation of the Planning Authority and the repercussion 
of such a change would b(" v(*ry wide. When the supply of 
raw materials decreases it will affect industrial production 
and the ind&strial jiroduction would upset all other calcula- 
tions. 

Another difficulty in {)larming, in a system where there 
is no estimate of the cost of production and the relative 
advantages of various alternative ways of production, is that 
no calculations can be made regarding the cost of produc- 
tion and the economic efficicney of the system. For instance, 
taking the case of agriculture' and the employment oi machi- 
nery, we have to consider whether the use of a tractor is 
more economical or whether human labour can do the same 
task with lesser cc^ts. '''■ The best tractor may not be an 
asset and the capital invested in it is a sheer loss if the labour 
which the tractor replaces is cheai^cr than the cost of material 
and labour which goes to make a tractor plus interests.'* 

Those of us who in India are accustomed to think that 
planning has achieved wonderful success in Russia should 
read with some interest the following remarks of Mr. Lewis 
Fisher who is a very favourable critic of the Russian system. 
He says: ‘'Generally speaking, when jiroduclion in a city 
and village has registered iremtaidous t)rogress, distril)ulion, 
however, is in a mess. Part of the dilliculty is a bad 
freight transportation by land and water but tln^ trouble got's 
much deeper. Goods lie in ware-houses arul rol while the 
consumer searches lor them in one store after another. Wide- 
spread conflict and endless red-tape bureaucracy are aggra- 
vated by equally widespread speculation and the venality 
of petty officials. The Soviet press regularly prints details 
of the misdemeanours of the store-managers and the. co- 
operative employees. But the cancer remains.*’ 

What do we want to plan jor'i 

Those who advocate planning must clearly state tladr 
idea. What is the ultimate goal of planning and why do 
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we want to plan? Apparently, these questions look absurd- 
ly simple, but when you come to answer tliern the task is not 
so simple as it looks. The real diliiculty of planning arises 
when we confine our attention to the details ol any industry 
and still greater difficulty arises in executing our plans. 
But of all questions the most important one is: Who is to 
be entrusted to carry out the work of planning and whose 
decisions are to control the resources and the destinies of the 
nation? 1 have laid stress on this point because these deci- 
sions and their execution is a matter of vital importance. 
A slight mistake will cause great disturbance and will impose 
severe liardship on the nation. We must clearly understand 
and properly apjireciate the implications that are involved 
in planning and we must not base our ideas on mere pre- 
judice or ignorance or on the sudden popularity which plan- 
ning has acliie\(xl during recent years. Another funda- 
mental difficulty which one has to face in making up one’s 
mind about the real worth of planningfl^is that theoretical 
promises of planning and the actual experiences gained from 
them seldom tell the same story. 

The Present System of Unplanned Economy 

The present system of capitalislic production has been 
condemned as chaotic aiid planless. But is tlu‘ system really 
jilanless? Is it haphazard? Have we derived no benefit 
from the system? Has it outlived its usefulness? The 
simple answer to these questions is that during the last 
hundred years we have made tremendous progress under 
this system — a progress which is almost unprecechmted in the 
previous history of the world. The standard of living has 
increased hundredfold, dhings which are considered abso- 
lute necessaries of life, were considered great luxuries a 
liundred years ago, and some of ihem were not available 
even to many rnonarchs. The world, which has always been 
living under the shadow of scarcity is now almost immune 
from it. bclencf'. has solved the problem of production and 
has created a better world for man to live in. No doubt the 
problem of distribution has become an acute one, which is 
due to the maladjustment in the system of distribution and on 
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this account the present system of capitalistic production is 
condemned. But we must remember dial it is a recent pheno- 
menon. Even thirty years ago the problem of production was 
more important than the problem of distribution. As ])roduc- 
tion was not adequate, the question of distribution did not be- 
come very serious. During the last few decades the (aipiialis- 
lic system has been striving to increase production, and it has 
had time to think of distribution. Now that the problem of 
production l>as been solved to a considerable extent, atten- 
tion is ben*ng devoled to the tliorny problem oi distribution. 
It is easy to condemn a system, but it is not so easy to pro- 
vide something better in its place. Those who ceaslessly 
condemn the present capitalistic system must bear this im- 
portant observation in their mind. The allegation that the 
present system is chaotic and planless does not bear close 
scrutiny. It is true that llvere is no centjal authority which 
compels people to listen to its dictates and chalks out a pro- 
gramme for them; but the mechanism of the price system 
and tlu' laws of supp^ and demand act as omnipotent guides. 
The plea that the laws of supply and demand do not work 
in the classical sense in this disturbed world, and that the 
price mechanism is no guide, is true. But whose fault is 
it? Certainly it is not the fault of tlie system. This deli- 
cate system has been severely tempered with by politicians 
in various countries who want to achicwe nalional self-sul- 
ficiency, and it is such countries which ar(‘ enlhusiastic ad- 
vocates of the planning system. 

It has become fashionable these <lays to speak of the 
dilemma of poverty amidst [denty.’' It is alleged that 
this is due to the inherent defect in the capitalistic system. 
But is it? There is scarcity amidst })lenty because of the 
chaotic effects of increasing Stale intervention in economic 
life, due to the crazy idea of economic self-sufficiency. If 
wheat is rotting in a certain country and there is no demand 
for it, there are certain other countries which though not 
climatically suitable for the production of wheat and unable 
to produce the commodity at any competitive price, are 
madly endeavouring to increase their production, and are 
offering very high prices for the supply of wheat to their 
own nationals by prohibiting foreign imports. Whose fault 



48 


ANWAR IQBAL QURESHI 


is it? Who is creating scarcity amidst plenty? If Ger- 
many and Italy are planning to increase their wheat supply, 
which they cannot produce as cheaply as other countries like 
Canada and United States, and if this is the criterion of plan- 
ning, then Heaven help the planned world! 

1 am not against planning but against haphazard plan- 
ning as practised in some countries to-day. If the aim of 
planning is to really increase the national standard of liv- 
ing such a ste]i is to be very much welcomed. As the main 
object of the Indian National Planning Committee is to in- 
crease the standard of living of India’s teeming millions I 
very readily accepted to serve on it. National Planning in 
India cannot fully succeed without international economic 
co-operation, or at least the best results cannot be achieved 
without such co-operation. Again, India’s position in re- 
gal d to national ])lanning is very much stronger than that 
of most other -countries of the world, as India is not a 
country but almost a continent. Therefore, I believe that 
even if international economic co-operation is not forth- 
coming (as I see very faint chances of its coming in the 
near future), we can embark on a wholehearted programme 
of economic planning on a socialistic basis. I agree that 
capitalism, owing to the present world situation, is a dying 
horse, but I do not agree with those who advocate its revival 
tlirough capitalistic planning. If a planning is to succeed, 
it must 1)(‘ whole-hearted and thorough, and must embrace 
all aspects of life and work including the ydanning for our 
population. 
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The Bombay Industrial Disputes Act, 1938, marks a 
great step forward in the direction of securing a “peaceful 
and amicable settlement of industrial disputes by concilia- 
tion and arbitration.” The importance of such legislation 
cannot be over-emphasised in view of the wastage caused by 
strikes and lock-outs. Apart from the extreme sufiering 
which they cause to the labouring population, these methods 
are grossly wasteful from the point of view of the community 
at large and have an undoubtedly unsettling effect on industry 
as a whole. Any attempt, therefore, to prescribe a com- 
pulsory reference of all industrial disputes to conciliation 
before resort is had to methods of industrial warfare, must 
be welcomed by all. 

The Bombay Industrial Disputes Act, 1938, has for its 
models the Canadian and Australian laws — more particular- 
ly the latter, and such modifications as are introduced have 
been designed in view of the peculiar circumstances of the 
province. The Act provides for compulsory conciliation of 
all industrial disputes, except where there is an agreement 
to refer the matter to arbitration. In order to secure this 
end, it provides, firstly, for an elaborate conciliation machi- 
nery, consisting of a Chief Conciliator, local and special con- 
ciliators, an ad hoc Board of Conciliation and a permanent 
Court of Industrial Arbitration. Secondly, it lays down a 
definite procedure of conciliation (and arbitration) to be 
followed by contending parties. Thirdly, in order to 
guarantee effective representation of the viewpoint of the 
employees during these proceedings, provisions regarding 
recognition and registration of trade unions have been intro- 
duced and the term, “ Representative of Employees,” has 
been clearly defined. Lastly, strikes and lock-outs before 
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the commencement or completion of these proceedings have 
been declared illegal. A detailed examination of these 
provisions is attempted in the section below. The next sec- 
tion contains a critical estimate of those provisions. 

I 

( 1 ) Conciliation Machinery 

The Commissioner of Labour of the province is made 
cx-officio Chief Conciliator with jurisdiction extending 
ihioughouL the province. Below him are Conciliators 
appointed by the Provincial Government for prescribed 
local areas; the Provincial Government may, by notification, 
appoint any person to be a Special Conciliator for any local 
area or industry or any particular industrial dispute or class 
of disputes. There is also a provision for the appointment 
by Government of a Board of Conciliation consisting of a 
Chairman and an equal number of members selected by the 
Provincial Government from panels of persons representing 
the interests of the employers and the employees respectively. 
The chairman and the members of the Board shall be inde- 
pendent persons. A Court of Industrial Arbitration is 
provided for determining industrial disputes, for hearing 
appeals from certain decisions of the Registrar of Trade 
Unions and the Commissioner of Labour and for certain 
other purposes mentioned in the Act. It consists of two or 
more members not connected with any industry and eligible 
to be appointed judges of a High Court. 

(2) Compulsory Conciliation 

The central principle, on which the Bombay Industrial 
Disputes Act, 1938, is based, is that of compulsory concilia- 
tion as contrasted with voluntary conciliation prescribed and 
facilitated by the Trade Disputes Act, 1929, and the Bom- 
bay Trade Disputes Conciliation Act of 1934. These 
earlier measures, embodying no coercive elements, have 
remained largely unused, while the community has been 
reaping the usual crop of industrial disputes. The present 
Act is not, therefore, a continuation of the old policy based 
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largely on the dictum of laissez-fcdre, but is a deliberate 
and bold departure in the* direction of active state interfer- 
ence in the interests of industry in general and labour in 
particular. The following procedure of conciliation is 
prescribed by the Act: — 

Every employer in respect of any industry or occupa- 
tion, to which the provisions of the Act are 
• made applicable, shall, within two months of 
the date of such application, submit to the Com- 
missioner of Labour standing orders regulating 
the relations between him and his employees. 
The orders are to be settled by the Commis- 
sioner of Labour after making due enquiry 
and are then to be registered. Any person 
aggrieved by any of the standing orders so set- 
tled may appeal to the Industrial Court which 
may confirm, modify or rescind any standing 
ordersssettled by the Commissioner of Labour. 

Once settled, the orders are not to be altered for a period 
of six months. Thereafter, any party demanding a change 
in the standing order is to give due notice to the other party 
and send copies thereof to the Commissioner of Labour, the 
Registrar of Trade Unions and the Labour Officer. If 
during fifteen days from the date of the service of the notice, 
an agreement between the parties is arrived at in regard to 
the proposed change, the agreement is registered, but if no 
such agreement is forthcoming, a full statement of the case 
is to be forwarded to the Registrar, the Chief Conciliator 
and the Conciliator of the local area. The Conciliator of 
the local area will then hold conciliation proceedings. It 
shall be the duty of the Conciliator to endeavour to bring 
about a settlement of the industrial dispute and for this 
purpose the Conciliator shall enquire into the dispute and 
may do all such things as he thinks fit for the purpose of 
inducing the parties to come to a fair and amicable settle- 
ment of the dispute and may adjourn the conciliation 
proceedings for any period sufficient in his opinion to allow 
the parties to arrive at a settlement. At any stage during 
the proceedings, the Chief Conciliator may himself intervene 
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or direct a Special Conciliator to do so. If as a result of the 
conciliation proceedings a settlenient is arrived at, it is to 
be registered and published; if however, no settlement is 
reached, a full report setting forth the steps taken by the 
conciliating authorities and staling reasons on account of 
which settlement, in their opinion, could not be arrived at, 
is to be submitted to the Provincial Government. The 
Government is bound to publish this report unless it deems 
fit to refer the matter to a Board of Conciliation, in which 
case the report of the Board is to be published by the 
Government, whether a settlement is arrived at or not. The 
Government is bound to appoint such a Board even at an 
earlier stage, if both parties to the dispute so desire. If, 
notwithstanding these efforts at conciliation, the parties are 
unable to come to any agreement,, they resume their liberty 
to resort to the .usual methods of industrial warfare, namely, 
strikes and lock-outs. 

(3) Voluntary Arbitration. 

The Act grants exemption (under certain conditions 
specified below) from resort to conciliation proceedings 
wherever there is an express written agreement between the 
employer and a Registered Trade IJnioid to submit any 
present or future industrial dispute or any classes of such 
disputes to the arbitration of any person v;ho may be named, 
or if no name is mentioned, to that of the Industrial Court. 
Thus agreements to submit to arbitration are entirely of a 
free and voluntary character; but such agreements are 
required to be registered and become irrevocable, provided 
that the ^ submission ’ to refer fuliire disputes to arbitration 
may at any time be revoked by either party giving six 
months’ notice. 

Whenever there is such an agreement, no conciliation 
proceedings shall be commenced if 

(a) the majority of the employees directly affected 
by such dispute are members of a Registered 

1 For the meaning of a Registered Trade Union see the next 
sub-section. 
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Trade Union which is a party to such sub- 
mission, or 

(b) some of the employees directly affected by such 
dispute are members of a Rcpreseritaiivir 
Union which is a party to such submission. 

The award of the arbitrator as to be published and is 
binding on both parties. 

(4) Registration of Unions 

The Act defines a Union as a Trade Union (other than 
a Union formed for the purpose of regulating the relations 
between employers and employees) registered under the 
Indian Trade Unions Act, 1926. Unions are then classified 
as Occupational or Industrial. An Occupational Union 
means a Union the membership of which is confined to 
employees employed in a particular occupation or group of 
occupations in aify industry and an Industrial Union means 
a Union the members of which belong to any industry 
generally and which is not an occupational union. 

Any union, recognised by the employer and having had 
for a continuous period of six months preceding the date of 
the application a membership of not less than 5 per cent of 
the total number ol employees in that industry or occupation, 
as the case may be, is entitled to be a Registered Union. If 
there is no recognition from the employer, the Union has to 
show 25 per cent membership to entitle itself to registration. 
The Registrar is not to register more than one union in 
respect of that industry or occupation in a local area and 
where two or more Unions fulfilling the conditions necessary 
for registration apply, the Union which has the largest 
membership is alone to be registered. 

Any Registered Union which has had for a continuous 
period of six months a membership of not less than 25 per 
cent of the total number of employees in that occupation or 
industry acquires the status of a Representative Union. 

2 For the meaning of a Representative Union, see the 
next sub-section, 
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Thus any Union which can get itself registered without the 
recognition of the employer will* automatically become a 
Representative Union, since it has to show 25 per cent 
membership to secure its registration. 

In order, however, to guard against an unhealthy and 
mala fide growth of unions, the Act requires the Registrar 
not to register any union if he is satisfied that the applica- 
tion for registration is not made bona fide in the interests of 
the employees, but is made in the interests of the employer. 
Besides, if at any time any union applies to the Registrar 
that it has a larger membership than an existing Registered 
Union, the Registrar after holding an enquiry shall cancel 
the registration of such Union and if the new applicant 
Union itself satisfies the conditions necessary for registra- 
tion, he shall register that applicant Union. Thus a Union 
may secure the cancellation of registration of another Union 
though it may not itself be entitled to registration. The 
registration of a union may also be liable to cancellation 
for several other reasons, the most important among which 
is that it fails to maintain the minimum percentage of 
membership which had entitled it to registration. 

If in any local area there is no Registered Union in 
respect of any industry or occupation, a Union which has 
had for a continuous period of six months a membership of 
not less than 5 per cent of the total number of employees 
in any industry or occupation may be declared by the 
Registrar to be a Qualified Union. Every Registered or 
Qualified Union shall submit to the Registrar periodical 
returns of its membership. 

(5) Representative of Employees 

Having provided for different kinds and classes of 
Unions, the Act then prescribes the following person or 
persons who would be entitled to function as Representative 
of Employees, during conciliation proceedings, under 
different conditions, set out below: — 

If there is a Representative Union in any industry or 
occupation and if some (not necessarily majority or all) of 
the employees directly affected by the dispute belong to that 
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union, then that Representative Union; but a union which 
is only Registered but not Representative can be Represen- 
tative of Employees only when the majority of the employees 
directly affected are members of that Registered Union. 
But if none of these conditions is satisfied, the employees 
are to be represented by such persons, being not more than 
five, as may be elected by the employees from among 
themselves. 

In cspses where such representatives are not elected, the 
Labour Officer appointed by the Government may represent 
the employees, provided that before entering into any agree- 
ment with the employer he is to place the terms of such 
agreement before a meeting of the employees concerned. 
A majority decision arrived at at such a meeting would 
finally decide the acceptance or rejection of such agreement. 

A Qualified Unioni, though not assigned any definite 
status in this behalf, is entitled to appear, in conciliation 
proceedings, if the majority of the employees directly affect- 
ed are members gf that union. 

(6) Illegality of Certain Strikes and Lock-outs 

All strikes undertaken before the settlement of standing 
orders or before the expiry of six months from the date on 
which such standing orders came into operation, or without 
giving notice or before the completion of conciliation pro- 
ceedings, etc., are to be declared illegal. Strikes are also 
illegal if they are commenced after the expiry of two months 
after the completion of conciliation proceedings. Thus the 
right to strike, though not taken away, is rigidly confined to 
a definite period of two months after the completion of 
conciliation proceedings. Any strike commenced before or 
after that period is illegal. The right of the employers to 
declare a lock-out is subject to exactly the same restrictions. 

Heavy penalties are provided for the declaration and 
continuance of illegal strikes and lock-outs. Those instigat- 
ing or inciting others to take part in, or otherwise acting 
in furtherance of, such illegal strikes or lock-outs would also 
render themselves liable to punishment under the Act. 
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II 

In the above section a summary of the main provisions 
of the Act has. been given. We shall now attempt to make a 
critical estimate of the probable effects of this legislation. 
It may be noted that the Act has already been applied to the 
cotton textile industry in Bombay I^rovince and the silk 
industry in the city of Bombay. The Court of Industrial 
Arbitration consisting of three high judicial officials of the 
government has also been established and conciliators labour 
officers, etc., have been appointed. The standing orders are 
now being settled by the Commissioner of Labour and the 
Industrial Court. Temporarily there is a lull in the strike 
activity; at least for six months after the standing orders are 
settled, there can be no question of change and thereafter 
there would be no strikes during the pendency of conciliation 
proceedings. Considering that the* settlement of standing 
orders will take quite a few months, for nearly a year and a 
half, if not more, the Bombay cotton textile and silk 
industries can confidently look forward to -industrial peace. 

And yet the measure was shortly opposed by some of 
the most prominent labour leaders in the provinces and its 
passage was followed by a strike in Bombay which led to 
very unfortunate consequences. The main grounds of 
opposition were the following: — 

Firstly, it was submitted, there was no urgent need 
for such legislation introducing the principle of 
compulsory conciliation; secondly^ the Act was 
alleged to take away the right to strike, the only 
weapon in the hands of employees to improve 
their conditions of work; thirdly, the provisions 
regarding registration of unions were interpret- 
ed to mean the weakening of the Trade Union 
movement which is still in its infancy in this 
country; fourthly, the conciliation machinery 
was dubbed as capitalist and, therefore, reac- 
tionary. Miscellaneous objections were taken 
against other provisions, mostly of a subsidiary 
character. A detailed examination of the 
above criticism is attempted below. 
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(1) Why Compulsory Conciliation? 

Since the basic principle of the measure was compul- 
sory conciliation, il was no wonder that the strongest crith 
cism should have been levelled against that. It was argued 
that compulsory conciliation amounted to an unwarranted 
interference by the state in matters which concerned two 
sections of the community, — the employers and the em- 
ployees, — ^\hich should be allowed to measure their strength 
and decide their own problems. In what way, it was asked, 
was the community concerned or affected by strikes and lock- 
outs? Class warfare, being hiatural’ and ‘inevitable,’ should 
be allowed to have its own way and any talk of industrial 
peace would only mean the maintenance of status quo. The 
employers would be only too glad to perpetuate the present 
condilions of work in which they ‘exploit’ labour. Indus- 
trial peace would, therefore, amount to the stabilisation of the 
present unsatisfactory position of the workers. 

Secondly, it was submitted, conciliation when compul- 
sory lost its true meaning and became virtually state inter- 
vention in private enterprise. Conciliation, by its nature, 
must be volunlary. In fact, the provisions of the earlier 
laws, e.g., the 'frade Disputes Act of 1929, were not given 
sufficient trial by tht‘ Government. Much good could have 
come out of them if the Government had willingly imple- 
mented the provisions of those Acts. Instead, a policy of 
evasion was adopted. After all, a period of successful 
voluntary conciliation diovdd hav(‘ paved the way to compul- 
sory concibation, lint to have the latter, without the necessary 
preliminary period of voluntary corualiation, would be to 
adopt ‘ rush tactics ' which would probably breed mutual 
suspicion and distrust and thereby render conciliation 
fruitless. 

Thirdly, it was argued, labour in the province was not 
sufficiently w^ell-organised in Trade Unions to be able to pre- 
sent its case in a systematic and quasi-legal manner before 
such high authorities as the Court of Industrial Arbitration. 
The low level of education, the infancy of the Trade Union 
movement and the poverty and gullibility of the average 
worker should have been taken into account in deciding the 
F. 8 
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advisability of introducing compulsory conciliation. If 
in countries like Canada and Australia the Governments have 
introduced this principle of compulsory conciliation, 
it is because of the superior organisation of labour in those 
countries. 

Fourthly, the urgency of the legislation was objected to 
on the ground tliat such a controversial measure should have 
been at least preceded by more urgent measures pf amelio- 
rating the conditions of labour. Reduction in hours of work, 
increase in wages, better housing, safer and more sanitary 
conditions of work, social amenities, unemployment, sickness 
and maternity benefits, etc., should have been secured before 
the workers were confronted with compulsory conciliation 
and suspension of industrial warfare. After all, there were 
no big strikes going on so that the problem should have 
been regarded as one of immediate importance. 

Of the argiimenls considered above, the first is to say 
the least, very strange. To deny the need for industrial 
peace on the ground of inevitability of cMss-war and to re- 
fuse to accept that the community has vital interests in peace- 
ful seittlement of disputes is not very convincing, 'fhe sus- 
picion that industrial peace might mean the maintenance of 
the status quo is ill-founded, and could not at any rate, be 
taken for granted from the mere object of the Act. That it 
was not the intention of die Iramers of the Act is obvious, 
but whether the provisions would ultimately work out thus 
would be a matter of careful consideration, on which no 
answer could be given without a thorough examination of all 
the provisions of the Act. The second argument is partly 
defensible but the question is whether voluntary conciliation 
is not inherently incapable of inducing a frame of mind in 
which disputes are compromised. The ambitions of labour 
leaders, not all of whom can escape the charge of being 
political adventurers rarely point in the direction of peace- 
ful settlements. In India leaders are as often made by 
strikes as strikes are made by leaders. Moreover, tbe 
results of the working of the Trade Disputes Act of 1929 
and the Bombay Trade Disputes Conciliation Act of 1934 
have not been encouraging. If anything, they have demon- 
strated the futility of reliance on voluntary conciliation. It 
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may be that a part of the blame lay on the Govenimerit, but 
why should a measure be. so fragile as to be rendered power- 
less by the slightest unwillingness of the Government to imple- 
ment its provisions? The consequences of industrial war- 
faie are too disastrous for the general community — special- 
ly the workers — to allow things to drift; hence, a bold and 
decisive step of suspension of such activities would be of 
immense relief to the industry and its workers. The case 
for compulsion in the matter of conciliation is very strong. 
After all, the Government is only seeking to bring about an 
agreement between the parties and is not thrusting any of its 
own views or decisions on the parties who arc ultimately 
masters of their own will and can choose between arriving at 
a fair and amicable settlement by a policy of mutual accom- 
modation or go into the wilderness of strikes and lock-outs. 
Even the argument regarding the comparatively low level of 
organisation of labour cannot be an insurmountable obstacle, 
if care is taken to make adequate provision for the proper 
representation of® employees, wherever they are not 
effectively organised. Moreover, when all disputes are com- 
pulsorily to be thrown open for conciliation, the labourers will 
have a great inducement to keep ready a well-organised 
union to present their case; the employers too will find it 
to their advantage to give recognition to such union if only 
to save themselves the trouble of having prolonged discus- 
sions with the Conciliators and the Industrial Court. But 
whether the introduction of compulsion in conciliation should 
have followed, and not preceded, other measures of relief 
to labour, is a point which does not detract from the inherent 
qualities of this legislation which may be judged on its own 
merits. 

(2) The Right to Strike 

Much of the labour opposition against the Act was due 
to the fact that compulsory conciliation implied suspension 
of strikes (and lock-outs) before or during the pendency of 
conciliation proceedings. This was interpreted to mean that 
the right to strike was being taken away. Much political 
capital was made out of this; it was argued that the strike 
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was the only weapon — first or last — in the hands of labour 
and to take away that right was tq reduce the status of an 
employee to that of a slave who was cotnpelled to carry on 
even against his will. Why should a free man be liable to 
penal treatment simply because he is not willing to continue 
to work under unfair conditions? Why should a breach 
contract which has no criminal intentions or consequences 
be made a criminal offence? The sanctity and indispensa- 
bility of strikes as a method of securing improvcinenls in the 
conditions of work of the employees were emphasised. But 
the reasoning cannot stand as it is. Firstly, ihe Act does 
not take away the right of the workers to strike; it is not 
only an exaggeration but a misrepresentalion of the whole 
matter to say that the workers are being d(q)rived of their 
weapon. The Act only seeks to poslpon*/ hti lkes till every 
effort has been made to conduct viegoliations between the 
parties and explore all possibilities of a j riving at a peace- 
ful settlement of the dispute. It is tme that the (anployees 
could no longer declare lightning strikes but, instead, would 
have to wait till conciliation proceedings have bei'ii conclud- 
ed but this surely is not the sam(‘ thing as being deprived of 
the right to strike. It is said that elaborate and dilatory 
conciliation proceedings may take away all enihusiasru from 
the workers who may no longer be in a mood to strike. 
Unless the iron is struck while it is hot it may not yield to 
pressure at all. But that would happen only where the 
workers had no genuine grievances and the strikes could be 
caused by working on their temper on minor issues. Post- 
ponement of strikes should, in the case of rtud grievances, 
on the contrary, serve to strengthen labour organisation, 
secure the good will of the public, make for clarification of 
the issues at strike and thus increase the chances of their 
successful conclusion. Moreover, some strikes would not 
be undertaken at all as their object might be achieved through 
conciliation. At present, the number of unsuccessful 
strikes is too great and that makes for great suffering and 
wastage; it certainly lowers the prestige and power of strikes. 
Under this Act, strikes will, no doubt, be fewer but they will 
be genuine and more often than not successful. There will 
not be any sudden, ill-timed or ill-advised strikes; strikes 
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will be less frequent but more potent; and that is exactly 
what ihe siluation at present would urgently call for. 

Secondly, the postponement of strikes, even thougli il 
may not be inlrinsically desirable, is the logical sequel ol 
the acceptance of the principle of compulsory conciliation. 
If you authorize strikes and lock-outs while conciliation 
proceedings are going on or before they are commenceii, 
the requisite peaceful atmosphere and the will to arrive at 
an agreement would be lound lacking. It is for that reason 
that lock-outs, no less than strikes, have to be suspended, 
it is true that lock-outs do not cause such imnu‘diate suflering 
to llie e mployers as the strikers do to the employees, but that 
is no reason why the two should not, in this case, be r(‘gard(Ml 
on an equal footing. To say, therefore, that the right to 
strike should remain with the workers even during the 
pendency of concilialioil proceedings is to fail entirely to 
understand the nature of com iliation and die method of its 
Iruillulness. There is, however, some point in the criticiian 
against the provision declaring strikes illegal, if undejlaken 
alter two months alter the completion of conciliation pro- 
ceedings. The limit of two months is regarded as loo sliorl 
to allow for organisation of the stjikes, though it is admit- 
ted that it would be in the interest of labour to begin the 
strike as soon after the conciliation proceedings are ov(‘r, 
as [lossible. This limit, it may be explained, has iM-eii 
fixed in order to avoid the. occurnmee of strikes on old and 
hall-forgotten issiu's. 'IIktc hav<' cases in 

trial history of [hh province where strikes arc gone in for 
when the issues are scarcely remembered ami \\v'xv is hardly 
anything definite to settle. It would, however^ :ip])ear, that 
the limit of two months is rather too short and could easily 
have been extended. 

(3) Registration of Unions 

The elaborate provisions regarding diffen'til kinds and 
classes of unions with varying powers have naturally ai'oused 
grave misgivings among the leaders of the trade I'nion move- 
ment in the province, whose criticism on this score can be 
summed up in the following three points: — 
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Firstly, the different kinds of Unions — Qualified, 
Kegislered and Representalive — recognised by the Act, are 
likely lo make for confusion and give rise to unhealthy 
rivalries lo secure larger membership. This may lead lo a 
split in the movement and since there is a provision for a 
union securing the cancellation of registration of another 
union on the ground of its own larger membership without 
its being entitled to registration, the fear of the development 
of ' dog in the manger ’ unions cannot be over-ruled. 
Besides, unions are to be industrial or occupational (and in 
the original draft of the Bill were to be vertical or horizontal) 
and such distinctions are not considered conducive to a 
growth of unity among the employees but may, on the 
contrary, serve to divide their ranks. 

Secondly, a union with only 5 per cent membership can, 
by securing the recognition of the employer, be entitled for 
registration; whereas, without the recognition of the 
employer, the union has to show not less than 25 per cent 
membership (the percentage was 50 in the original Bill), in 
order to gel registration. This puts an undue premium on 
the employer’s recognition. Even in the advanced countries 
of the West, 25 per cent membership would b(^ regarded as 
diflicult to achieve; and in India it would be well-nigh 
impossible to secure that excerpt in one or two major 
induslries. This means that it will be mostly unions which 
s(‘cure the recognition of employers that will bt‘ n^gistered. 
This may lead to the growth of dummy unions or " Company 
Unions’ ready to play into the hands of the employers and 
strike at the solidarity of the labour iorce. Siiuic these 
unions can enter into agreements with employers they may, 
in eff ect, bind the rest of the employees more or less irrevoc- 
ably. Such a development is bound lo retard the growth of 
genuine trade unionism in the province. 

Thirdly, there is no reason why only one Iradt* union 
should be registered in a single industry or occupation in a 
local area. Due lo communal and lingustic differences as 
also due to different leadership, it may be convenient to have 
two or more unions in some cases and the law should not 
offer an insurmountable obstacle in their formation. A 
minor objection was also taken against the recognition of the 
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so-called Qualified Unions with only 5 per cent membership 
and having a comparatively unimportant right of being heard 
in the conciliation proceedings. Whenever the majority of 
the employees directly affected were members of that union. 

These points of criticism cannot be rejected on any a 
priori grounds. Nor is there anything in the Act which 
might give a direct lie to such fears. All that can be said 
is that the #ther side of the picture may also be noticed and 
then a conclusion hazarded. The diversity of unions is 
intended to secure the ultimate development of unions wilh 
a sufficiently large membership to lake advanlagi^ ol the 
rights given to a Representative Union; pending the forma- 
tion of such large unions a smaller union recognised by the 
employer can sec'ure some of those privileges and even with- 
out the recognition of the employer, it will have the rights 
of a Qualified Union. Thus while the smallest union is 
given some rights, the prospect of greater rights is held out 
to inspire the ambition of securing larger membership. 
That the employer's recognition should have been given so 
much importance as to entitle a 5 per cent union to registra- 
tion is not easily understandable; the labour leaders saw in 
this an attempt to please the capitalists and it is difficult to 
disprove this suspicion. It may, however, be noticed that 
there are am])le provisions in the Act to diminish the 
importance of the employer's influence over unions. In the 
first place, the Registrar of Trade Unions is to register only 
those unions which are hona fide in the interest of labour; 
so that, whenever he has a suspicion that a 'Company Union” 
being foxTOed he can refuse registration. Secondly even 
when a Company Union ” with 5 per cent membership has 
been formed there is nothing to prevent the remaining 
employees to form, say, a 6 per cent union and gel the registra- 
tion of the 5 per cent union cancelled. It is difficult to 
believe that while the employers can manage to secure 5 
per cent of the workers on their side, the remaining ninety- 
five per cent will sit quiet and allow the dummy union to 
function. It is further expected that even if in the begin- 
ning a union is created or dominated by the employer, 
gradually it is bound to veer round and look to the interests 
of its members. This is cold comfort. In any case, it is 
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possible to console ourselves with the thought that the Act 
has noi given a new power lo the employers who were free 
to form such unions even before. Altogether, this part of 
the Act seems lo have received less consideration than it 
might hav(^; this can also be seen from the fact that the 
original Bill provided for 50 per cent membership to entitle 
a union, not n^cognised by the employer, to gel registration. 
This perc(‘ntag(‘ was preposterously high. In fact, even 25 
])er cent would be exceedingly difficult to achieve. 

It must, however, be admitted that the Act has two 
jjrovisions whiich are likely to aid in the strengthening of the 
trade union movement. One is the provision against 
victimisation. No employer is lo dismiss or reduce any 
('inploycM^ or punish liirn in any other manner by reason of 
the circumstance that the employee is an ollicer or member 
oi a tradt^ union or takes an active part in the organisation 
ol strikes. Such legislative enactments are usually of little 
practical importance, since the employet^ can always find 
excuses lo evade this charge, but they do have some moral 
effect. The second provision relates to submission to the 
Registrar by every registered or qualified union of periodical 
returns of its membership. Since the continuance of the 
status of a union depends on the maintenance of its member- 
ship, strike unions and such other mushroom growths would 
be checked, and progress, though slow, would hr* on sound 
and stable lines. 

(4) Conciliation Machinery 

The conciliation machinery has been characterised as 
'capitalist' and therefore not fitted to appreciate the labour 
view-i)oiiU. High officials of the Government, like the mem- 
bers of the Industrial Court, the Labour Commissioner, Con- 
ciliators etc., can rarely acquire a sympathetic understand- 
ing of the grievances of the working classes. The Govern* 
merit itself is dubbed 'capitalist’ and its officers are likely 
lo have more in common with employers who are their intel- 
lectual and social equals rather than with the workers. 

How far Government officials will succeed in securing 
agreements, fair to both parties, remains to be seen. Their 
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intervention could have been rendered unnecessary by fol- 
lowing the Canadian model of constituting a Board of 
Conciliation every time a dispute arose. The present Act, 
however, conlernplated the constitution of such a Board only 
when the (Conciliators have failed or when both parties to 
the dispute make demand for it. Experience alone will 
show whether in the circumstances of this province official 
or non-official agencies would achieve better results. The 
agency wdii^ffi proves less successful would naturally fall in- 
to disuse. The Act has, however, the merit of having pro- 
vided lor both, any of which may be adopted according to 
circumstances. 

Conclusion 

The above remarks have made it abundantly clear that 
while some j)j ()visions of Yhe Act could have been improved 
upon, the measure is, on the whole, bound to introduce a new 
era of industrial peace in the province. Its probable effect 
on trade unionism is rather uncertain and would, therefore, 
be most anxiously watched. Any amendments which may 
appear necessary in the light of circumstances would, no 
doubt, be undertaken. But, the fear that ‘‘industrial peace’ 
would mean stagnation and the perpetuation of the present 
unsatisfactory conditions of labour would appear to have 
little foundation, since all that the Act requires is that any 
change in the conditions sought by either party should be 
referred to conciliation in the first instance. A priori, there 
IS to be no prepossession in favour of the status quo; a 
change is not necessarily to be regarded as unwelcome but 
peaceful methods of securing that change are to be explored 
prior to letting loose the barbaric instincts of warfare. 
Nevertheless, ameliorative legislation undertaken by the 
Covernmenl would be the appropriate method of silencing 
all misgivings on this point. That alone would raise the 
level of the stains cfiio and thereby render industrial peace 
an intrinsically covetable ideal. 

The success of ihe Bombay Industrial Disputes Act, 
1938, is not to be judged by the reduction In number of 
strikes and lock-outs but by the ease and good will with 
F. 9 
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which improvements in the conditions of work of the em- 
ployees are brought about. Its object should not be to sup- 
press strikes and lock-outs but to -render them unnecessary, 
by substituting a better method of achieving the same ends. 



NOTES AND MEMORANDA 


The Place of J, B. Clark and E. R. A. Seligman in 
American Economic Science 

The ergonomic science in llie United States lost with 
John Bates Clark and Edwin R. A. Seligman two most out- 
standing representatives of the old generation,” that traced 
the way of American economics during its growing age. 
Clark and Seligman have so much in common that that justi- 
fies this attempt to outline their place in American economic 
science. Ihey both acted in the same time, belonged to the 
same group which founded the American Economic Associa- 
tion; they both advanced the ideas of the Austrian subjectiv- 
istic school in America. Influenced also by the German 
historical school, tljeir attempt to give a social interpretation 
of marginalism and the notion of value, thus opposing the 
individualistic interpretation, represented in the first place 
by Frank A. Fetter, placed them, especially Seligman, among 
the forerunners oi the social trend in economics, advanced 
to-day to a more or less pure form by John M. Clark. 
Indeed, Seligman is not a very original economic theorist, 
and was mainly an elaborator of Clark’s theses in general 
theory. But in other respects he continued some ideas of 
Clark connecting his marginalism with what he learned from 
German historism, this connection being a fundamental 
factor in the development of American economic science in 
the XXth century. 

Clark and Seligman, belonging to that group of younger 
economists who created the Economic Association after the 
meeting in Saratoga 1885, can be regarded as pioneers of 
economic science, in the true meaning of that word, in the 
United States. Even men like Henry C. Carey, Francis A. 
Walker, Henry George cannot change very much the fact 
that the American classic ” begins and ends with the 
generation that acted at the close of the last and the begin- 
ning of this century, the gemeration represented by R. T. Ely, 
S. N. Patten, H. J. Davenport, T. N. Carver, Frank A. Fetter 
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and others, and by Clark and Seligman themselves. Clark’s 
Philosophy of Wealth and DistributioTi of Wealth earned 
him a place in the economic science in America similar to 
that Ricardo, Mill or Marshall have in Europe. Since the 
publication of these classical volumes American economic 
theory moved definitely w'ithin the limits of nnirginalism. 
But even anti-theoretically-minded economists, if we take 
institutionalism, functionalism, social economics and other 
trends characteristic of the post-war period, can find in 
Clark’s attempt to give a social interpretation oi value and 
in Seligman’s historical, relativistic and social a{)proach to 
economics antecedents to their doclrines. This aspect of 
Clark’s and Seligman's work may not be so j>ni[)orlant in 
itself, as Thorstein Veblen must still be regcjdetl as the 
classical anti-theorist and relativist; but it is very conciusive 
to take note ^f the fact that the doctrines of fJIark and 
Seligman show already perspectives of a split into two 
different, but not necessarily opposing, tuirenls in American 
economics. 

Neither should we forget that (Tark and Seligman wen^ 
in the most productive periods of their life connected with 
Columbia University. After leaching at ddferenl colleges, 
Clark came for a definite slay in lie* Columbia Dcparlrneril 
of Economics. Seligman, a former Coluiiihia student, was 
given the McVickar chair in })olitical economy' sliorlly aftm' 
the completion of his doctorate work and he kepi it until a 
year or two before his death. They both helped the l)e})arl- 
ment of Economics at Columbia to become one of the best 
schools of economic science we have nowadays. But more 
than that, they gave support, vitality and ('ourage to a whole 
generation of younger Columbia men who continued their 
teachings. Through their writings and personal influence 
they helped in advancing a trend of thought we would dare to 
name the Columbia school, its most pure and authoritative 
representatives being to-day W. C. Mitchell and J. M. Clark. 
The Columbia department of economics has today its very 

^ The first chair of economics in the United States was given 
to John McVickar (1787 — 1868) in the Columbia College and was 
thereafter named after him. 
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personal mark, sharply contrasting the pure-theory schools 
such as I.ondon or Harvard, or the schools of a infixed 
coiiiposiiion. 

The credit for driving American economics down the 
stream of marginalism goes to its greatest part to Clark. 
It is true that y\mcrican economists of that time were strongly 
influenced by the European subjectivistic doctrine, but it 
was Clark* who accomplished the most responsible work of 
its acclimati'zation in America and its adaptation to new 
conditions. It is characteristic for Clark, as well as lor 
many other Americati economists, that they went through 
European schools in a time of reaction to classical economics. 
This reaction crystallized definitely in two forms: the 
subjectivistic or psychological school opposing the Arbeit- 
swerllehren of the classios, Marx included, and the historical 
school, opposing the pure theory of both, the classics and the 
subjectivists. American economics bec*ame thus influenced 
by both schools oj^ thouglit, shifting for some time* between 
them and resulting, roughly speaking in a synthesis of 
marginalism and historkm. 

(dark himself visited German universities, attended 
lectures given by the leaders of hislorism (Karl Knies and 
Bruno Hildebrand), but became definitely an adherent of the 
subjectivistic school. He maintained (luring the years ol 
his most j)roducti!ve work a close intelhuuual and personal 
connection with the Austrian school and Boehm-Baw( rk. 
Nevertheless some tracks of his historical educatioii can 
be found in his social interjjretation of value as givtm in tlie 
Philosophy of Wealth,'^ 

It would be misleading to see in Clark a pure trans- 
planter of European subjectivism in America. A\lthoiigh 
influenced by the Austrians he was an original theorist giving 
to economic theory some very ^’aluable contributions. 
Seligrnan is justified in ranking him among the outstanding 
representatives of our science such as Ricardo, Mill, 
Marshall, Jevons, Senior.’^ Even to-day Clark’s researches 

“ J. B. Clark, The Philosophy of Wealthy Boston, 1887, second 
edition. 

^ Edwin R. A. Selignian, ‘‘ Economics in the United States.’' 
Essays in Economics, New York, 1925, p. 151. 
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in value, labour and distribution remain basic postulates for 
advanced work of many American economists. 

An original elaboration of the conceptions of the 
subj(^ctivistic^ school c:an not only be found in the details 
and IragmeiUs of Clark’s work, but in his system of theory 
as a whoh‘. While the fiuropean subjectivistic school was 
(;hieHy concerned with the problem of value, Clark introduced 
[\m marginal istic conception in other phases of the process 
of production and in other parts of the economic activity of 
man, thus creating a complete system of rnarginalistic inter- 
pretatioti of economics. Here must, in the first place, be 
mentioned his original work in the problems of wages and 
interest," and in distribution.*’ Besides this attempt to create 
a complete system of marginalism, the introduction of 
dynamic inter])retalion should not* be overlooked. While 
his Euroj)ean contemporaries moved in limits set by premises 
of static conditions, Clark was very much concerned with 
problems of dynamism and made valuable contributions in 
his Essentials of Economic Theory/ 

Not discussing some fundamental errors, of the 
marginal theory of value and exchange, in the iirst place the 
impossibility of measuring utility,"' we would like to point 
out ClarkV advancement of a social concept of value, 
contrary to Fetler'’s purely individualistic concept. He 
writes that measurements of utility are never made 

by any other than a single independent being. Society, as 
an organic wJiole, is to be regarded as one great inde- 

^ We rallier avoid the word psychological ” which is so 
ollen misused and is not able lo cover the characteristics of the 
Austrian school, 

J. 1). Clark, The Dii^trihutiorit of ]l callh \ A Theory of 
Interest and Pro/d^ 1899, New York, Cli. XII, pp. 173 — 187. 

^ Jhld., pp. 219 — 230. 

" J. B. Clark, Esstnifials of Economic Theory^ New York, 1909, 
pp. ]95_209, 229—243. 

Value is (juaiiUtalive measure of utility"’ (Philosophy of 
U ealth, p. 74). Clark himself was forced to approach an objec- 
tivistic notion of value (c/. Essentials, pp. 94* ff). 

Frank A. Fetter, Economic Principles. New York, 1915, pp. 

19-20. 
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pendent being, and this being may and does measure utility 
like a solitary tenant of an island.”^ It is society, not 
the individual, that makes the estimate of utility which 
constitutes a social or market valuation. That is a part of 
our definition, — measure of service rendered to society as 
an organic whole.”^^ “ Exchanges are always made between 
an individual and society as a whole. In every legitimate 
bargain the social organism is a party. 

Selign^an’s contributions to general economic theory^ ^ 
cannot be compared with those of Clark, but his attempt to 
socialize economics ” is worth some more detailed 
discussion. While Clark did not go any farther in that 
direction, Seligrnan’s most .important and most interesting 
work in general economic problems consisted in a number 
of studies in historical and social interpretation of economics. 
There is a study entitled The Economic Interpretation of 
History in which Seligman adopts, in a somewhat moderate 
form, the Marxian theory of historical materialism. After 
a very interesting discussion of the backgrounds, antecedents, 
development, meanfngs and application of the theory created 
by Karl Marx and elaborated by Friedrich Engels, Seligman 
comes to the second part of his book giving a critical analysis 
of the theory. Opposing the critics that economic interpre- 
tation means a fatalistic concept of society, he proceeds 
with an elaboration of the notion of historical laws (he 
confuses historical causality and necessity with the notion ol 

The philosophy of W^'ulth^ p. 81. 

Ibid., p. 83. 

Ibid., p. 85, 

Seligman’s theoretical work consists principally of a num- 
}3er of studies in public finance, the most important being: The 
Income Ta.r, Progressive Tamtion in Theory and Practice, The 
Shifting and Incidence of Ta, ration. 

14 ‘‘ J'q extent, then, that the theory of economic interpre- 
tation is simply a part of the general doctrine of social environ- 
ment, the contention that it necessarily leads to an unreasoning 
fatalism is baseless. Men are the products of history, but history 
is made by men.” The Economic Interpretation of History, New 
York, second edition, 1917, pp. 100-101. 
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social and economic law),’^* and takes an attitude towards the 
misused and misleading idea of identifying the theory of 
(conomic interpretation, as a means of explaining society 
and its deveJopment, with socialism, as an ideal and a 
])oUcy.’‘* In the final chapter, Seligman gives an original 
explanaliori of the lirnils and validity of the theory: If we 
ask, in conclusion, what imjiorlance shall be assigned to the 
llicory of economic interpretation, we must consider it from 
I wo (iill eri'nt points of view. From the purely pjjilosophical 
standpoinl, it may be confessed that the theory, especially 
in its extreme form, is no longer tenable as the universal 
exjdanalion of all human life. No monistic interpretation 
of liumanily is possible, or, at all events, none will be 
{)Ossibl(5 until that most difficult of all studies — sociology — 
succeeds in finally elaborating the laws of its existence and 
llius vindicating its claim to be a real science. As a philo- 
sophical doctrine of universal validity the theory of 
historical maferialism ” can no longer successfully be 
d(dended. But in the narrower sense of economic interpre- 
tation of history — in the sense, namely, •that the economic 
factor has been of the utmost importance in history, and that 
tin* historical factor must be reckoned with in economics — 
the theory has luMm, and still is, of considerable 
importance. 

Th(^ second publication we should like to refer to is a 
(U)!lection of essays on different economic problems.’' 
There are two interesting studies of a rather descriptive 
character on economists and their theories in Great Britain^^ 
and the United States,^’* and two essays on Economics and 
Social Progress,” and Social Aspects of Economic Law.”“'‘ 

'•> IhUL, pp. 102— Ul. 

'‘Socialism Is a theory what ought to l)e; historical mate- 
rialism is a theory of what has been. The one is teleological, 

I he olher is descriptive . . . Socialism and liistorical materialism 
are at bottom independent conceptions.” {The Economic hUerpre- 
talion of History, pp. 108-109.) 

‘"E. R. A. Seligman, Essays in Economics, 1925 

“On Some Neglected British Economists,” pp. 64 — 121. 

“ Economics in the United States,” pp. 122 — 160. 

Essays, pp. 289- 303. 304—323. 
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The essay on economics in the United States is just a brief 
outline of the matter covered, but we should like to under- 
line Seligman’s attempt to bring the development of economic 
thought with changes in American economic life. This 
explanation is a part of his general theory of economic 
interpretation, but set in this way it is unacceptable. Even 
if economic life is the “ raw material ” for theoretical and 
scientific interpretation and explanation, economic science is 
not simply ‘‘ an outgrowth of economic conditions ” as 
Seligman writes in the essay on Economics and Social 
Progress.”^^ The last of the above-mentioned essays, that on 
Social Aspects of Economic Law,” is important for 
Seligman’s further discussion of social moments in eco- 
nomics, and especially in value, which he considers a 
social, and not an individual concept.”^“ 

The central problem of Seligman’s Principles is that of 
value, wherefrom thereafter different economic notions are 
deduced* His value theory is that of marginal utility and 
is chiefly taken fjom Clark. But the social interpretations 
given by Clark iti a just superficial and rough form were 
carried out by Seligman in their very details. As a pioneer 
for historical and social approach in America he may not 
have been so important as Veblen, but nevertheless his 
influence upon the younger generation should not be over- 
looked, and his social concept of value is probably the most 
interesting part of all that he wrote on general economic 
problems. For him value in society is the expression of 
social marginal utility.”^® or ‘" . . . the expression of the 
social marginal increments of utility which are bound 
together or united in anything, and each of which is marginal 
to a different class.”^^ This would be a very definite social 
explanation of marginalism, and it is hard to go any further 
on the same line, since the marginal theory of value in itself 

p. 289. 

22 C/. also his “Social Elements in Value,” Quarterly Journal 
of Economics, Vol. XV, 1901. 

28 principles of Economics, New York, 1905, p. 182. 

2^ Ibid., p. 188. 

F. 10 
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has no explanatory character, but is just a statement of facts, 
which isolated cannot give a definite evidence about how 
value is caused and defined. 

University of California. Nicholas Mirkowich 


Diagrammatical Representation of Marginal, Anerage 
and Total Prime and Supplementary Costs 

The cost of production of a copimodity is made up of 
two elements, technically known as prime and supplemen- 
tary costs. The supplementary cost is defined as the total 
cost of production when the output is zero. This cost is 
not variable in the manner that the prime cost is. What is, 
however, supplementary cost from the point of view of one 
period may become prime cost from the point of view of 
another period. It is not necessary therefore for the items 
that are to-day considered as making up the supplementary 
cost should remain invariable for all times. However, when 
we refer our analysis to a fixed period, it is possible for us 
to assume prime costs as varying and supplementary costs 
as constant. In what follows, therefore, we shall understand 
by supplementary costs those elements of cost which are 
fixed, reserving the term prime cost to signify all variable 
items of cost. 

In Diag. I, S represents supplementary total cost, Sa 
represents supplementary average cost and S supplemen- 
tary marginal cost. Their equations are: 

2/ -a (St), 

j/= ® (Sa), and 


t/=o (Sm) respectively 
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The prime costs variable as they are might vary pro- 
portionately with the output. One of the assumptions on 
which such proportional variation rests is that the prices of 
the factors, the expenditure on which is included in the prime 
costs, are not vafiable. The prime cost curves, under such 
an assumption, would be as indicated in Diag. 11. The 
equations to total prime cost, average prime cost and mar- 
ginal prime cost are y=xb^ yz=.h^ and j — h^ respectively, 
where h is the cost of producing one unit of output. 



If we now combine the supplementary and prime costs 
we get aggregate costs as represented in Diag. III. The 
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total aggregate, average aggregate and marginal aggregate 
curves will have the equations, 

t/=x6+a, 

+ and 

y^b respectively, 

where a and b have the same values as before. 

The shapes of the curves At » Ai and Am do not turn 
out to be what they should be. The total aggregate cost 
curve must, as we know, be of the shape of the letter S. 
The average aggregate curve must rise after falling, and so 
also must the marginal aggregate. Since the curves must 
be of these shapes even in a period of a moderate length, 
with the supplem.entary costs fixed, it is obvious that for the 
necessary changes in the aggregate cost curves the prime 
cost curves should be changed. ^ 

In order that the average aggregate cost may rise after 
falling average prime cost must be a rising curve (a straight 
or a curved line). This is a mathematical necessity; but can 
we give any reason for the increase in the average prime cost 
as output increases? Since the prices of factors are assumed 
to be constant the average cost of production should itself 
be constant. It is possible, therefore, to explain the increase 
in the cost in the following manner only. As production 
increases, although the cost does not increase, the output per 
unit of time decreases. For, the fixed fectors of production 
are not able to use up the variable factors (that go to account 
for the prime costs) at the same rate as before. Hence, the 
prime cost of production per unit of output per unit of time 
goes on increasing. Hence, if we note that the output 
represented on the X-axis refers to the output per unit of 
time, there is no difficulty in understanding how the average 
prime cost curve could be a rising one. 

If it be a straight line of the form of the 

equation of the average aggregate curve would become y=a 

The equation of marginal prime cost curve 
and consequently of marginal aggregate cpst curve >voi4d be 
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y*=2<5a:-f-6. We get, therefore, the aggregate marginal cost 
to be a straight line with positive slope for all values of x. 
Since in reality the marginal aggregate cost should also fall 
before rising we should have an equation of the second 
degree, satisfying the condition of a minimum. The total 
prime cost curve should, therefore, be of the third degree, 
that is, the average prime cost curve should be of the second 
degree. • 

Let, therefore, the average prime cost be represented 
by the expression bx~-\-cx-{-d. The marginal prime and, 
therefore, the marginal aggregate cost curves will have the 
equation y = 3bx^ + 2cx + d. We thus get the following 
curves: — 

These curves are shown in Diags. IV and V. 

Pm = AM = ^=36r ' rf. • 

Pa =1/ = 4- + f/ 

= ‘{’ex} ’\'dx 

AA=^=ix* ~ 

AT — y^bx^-{-cx^'{rdx-\‘a 

Let us now study the properties of these curves to see if 
they correctly depict the economic behaviour of industries. 

The Ai, equation shows that the average aggregate cost 
is infinitely great when output is zero. This is correct. 
For, the supplementary cost being finite, it becomes infinite 
when divided by zero, the output. As x tends to infinity y 
also tends to infinity, indicating that the average cost goes 
on increasing with the output. 

The At equation shows that the cost is a when output is 
zero, that is, it shows that a is the supplementary cost. It 
also shows that y increases with Xy that is, the aggregate total 
cost increases with the output. From equation Pa we find 
that the average prime cost is a finite quantity d, when the 
output is zero. This might revolt against the common sense 
of some people. To those who, defining prime cost as that 
which is zero for zero output, think that average prime cost 
should be zero when the output is nil, these equations will 
appear faulty. They are, however, not faulty. The defi- 
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nition of prime cost requires that the total prime cost should 
be zero for zero output, and this condition is satisfied by the 
equation Pi . And we know that when total cost is zero for 
zero output, the average cost for that output is zero divided 
by zero, which is, as students of mathematics know, a finite 
quantity. It may sound absurd to say that when it costs 
nothing to produce nothing, the average cost of producing 
nothing is a finite quantity. But this seeming absurdity is 
due to the fact that we expect to find some real and practical 
meaning in the concept of average cost which is only a 
mathematical conception. 

Similar reasoning applies to the equation Pm. Putting 
X equal to zero we get the marginal prime cost to be d for 
zero output. The conception of marginal cost is not so un- 
realistic as that of the average. Marginal cost is a reality. 
How is it then, that the marginal cost is a finite quantity 
when output is zero and consequently the total prime cost 
is nil? The explanation is that the marginal cost for zero 



output signifies the cost that would be incurred by producing 
a small quantity of output. It is the amount by which 
cost (which is zero for zero output) would increase when the 
output is lightly increased. In the language of mathematics 
it is the rate at which the total cost increases with the increase 
^f output, and is calculated by finding the first differential 
with respect to output of the expression for total cost, 
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The slope of Pa is 2hx-\-c which would be negative for 
small values of jc ( average prime cost falling) if c is negative 
and greater than 6 in a c6rtain proportion. 

Further, 2bx~\-c — ^ gives the slope of the A a curve 

which would also be negative for certain small values of x 
(falling average aggregate cost) since c is negative and 
greater than b. Similar reasoning applies to P « and A m 
curves. . 

Since At must increase throughout its slope 
Zbx^-{-2cx-{-d should be positive for all values of x. Since 
c is negative and d positive, b must be positive. 
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The Problem of Estimating Population of India 
During Intercenpal Years 

In India, as in many other countries, census is taken 
every ten years. But the population figure for any inter- 
mediate year is not available. This is calculated in other 
countries with the help of figures relating to bilrths, deaths, 
immigration and emigration. In India, however, this can- 
not be done as the “ vital statistics are well kflown to be 
defective' ” and the migration statistics anything but reli- 
able. The problem of estimating population of India dur- 
ing any intercensal period is, therefore, a difficult one and 
it deserves a careful scientific study. 

In every sphere of the statistical domain a rough esti- 
mate of the yearly growth of population is indispensable. 
It is, however, a matter of genuine* regret that an attempt has 
not so far been made to find out scientifically a satisfactory 
solution to this rather knotty problem. It is true that 
the Statistical Department of the Centrg^l Government have 
recently come out with two formulae for calculating inter- 
censal population in India. But, as will be shown later 
on, neither of these two formulae is scientific and reliable. 
It ie proposed here to discuss the merits and demerits of 
the hitherto known methods of calculating intercensal popu- 
lation for India. 

Evidently, a very correct and trustworthy method would 
be to add to the population figure of the last Census, the 
differences of births over deaths and of immigrations over 
emigrations since the last census. Thus, if the population 
of India in 1931 be denoted by a, and the total number of 
births, deaths, immigrations and emigrations during the 
period 1931-34 be denoted by x, y, m and n respectively, 
then population for 1934 would be a-\-{x — y)-\-{mi — n). 
This formula minus the portion relating to migration has 
been adopted in the Report of the Public Health Commis- 
sioner with the Government of India. Where the statistics 
of birth, death, immigration and emigration are exhaustively 
and accurately recorded, it is possible from the returns to 

1 Census of India, 1931, Vol. I, Part I, page 91. 
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arriVe at a very accurate estimale of the population at any 
part of the intercensal period. Such a calculation is pos- 
sible, for instance, in .England and Wales where at the 
Census of 1921 an examination of the age figures returned 
at ages 0 — 10, on comparison with the figures deduced from 
the Registrar-General’s returns of births and deaths, convinc- 
ed the Census authorities that the figures maintained by the 
Registrar-General were to be preferred to those actually re- 
turned ior these ages in actual enumeration. That such a 
method of calculation is not suitable for India is ‘“'evident 
both by knowledge of the methods of record of births and 
deaths and by comparison in total or detail with population 
censuses.”^’ In the decade 1921-31, about 83*5 million 
births and 63 5 million deaths were recorded in British 
India. The increase in the Census of 1931 should, there- 
fore, have been 20 millions. But according to the Census 
of 1931 the increase was 24*7 millions! So far as Bengal 
is concerned, in the decade ending in 1921, the vital statis- 
tics failed to account for 41 per cent of the actual increase 
recorded, while fn the decade 1921-31 they failed to account 
for 54 per cent of the actual increase.'^ It seems clear, 
therefore, that unless the Indian vital and migration statis- 
tics are improved to a high degree of efficiency they will be 
practically of very little value in the estimation of intercen- 
sal population in India. 

An alternative method would be to calculate popula- 
tion for any future year on the assumption that population 
changes at a uniform rate between one decade and the next. 
For instance, the population of 1931 shows an increase of 
about 10 per cent over that of 1921. Hence, for the year, 
say, 1936, an increase of about 5 per cent over the 1931 
figure may be expected. This method is adopted in the 
Statistical Department of the League of Nations in estimat- 
ing birth and death rates for countries where accurate re- 
turns of the populations in intercensal years are not avail- 
able. And perhaps for this reason the Bengal Census 

2 Report by Dr. Bowley and Mr. Robertson to the Government 
of India (1934), page 31. 

^ Census of India, 1931, Volume V, Part I, page 10. 

F. U 
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Report (1931) acclaims it to be the most satisfactory method 
in the circumstances. This method has also gained official 
recognition in India as it has been adopted in the Statistical 
Department publication “ Indian Coal Statistics.” A close 
examination of the method, however, discloses the fact that 
it actually conceals the effect, on the annual birth or death 
rate, of the actual variation in their incidence througlu)Ut 
the decade. In the case of India, at any rate, the assump- 
tion that population changes at a uniform rate between one 
census and the next is belied by recorded facts. The lol- 
lowing table gives the percentage increase of Indian poj)ula- 
tion from decade to decade: — 


Year 

Population in 
millions 

Pen’cntage increase since 
last (Vnsiis 

1872 

206-16 


1881 

253'89 

-f23'2 

1891 

287-31 

-f 13-2 

1901 

294-36 

+ ^2-5 

1911 

315-15 

3- 7-1 

1921 

318 94 

4- 1-2 

1931 

352 80 

+ 10 6 

It is 

evident from the above how the rate of increase 


varies from decade to decade, in fact, in the light of the 
above figures, the adoption of this alternative method for 
India can, in no way, be justified. It is because of this 
lack of uniformity in the rate of increase in the population 
ol this country that the methods of interpolation and extra- 
polation, which are successfully employed in actuarial work, 
cannot be adopted for the purpose we have in view. In the 
table given above, omitting the figure for 1872 (there is a 
general belief that the figure is inaccurate due to imperfect 
returns) and extrapolating with the help of the remaining 
figures by Newton’s method of divided differences, one gets, 
for the year 1941, a figure which is prima facie absurd ! 

Dr. Bowley and Mr. Robertson have in their well-known 
report recommended the use of Life Tables given in the 
Actuarial Report in the Census for estimating the growth 
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uf population. These tables do not depend on the record 
of deaths but on the study of the figures of dilTerent (cen- 
suses. By applying the Life Table to the numbers in the 
last Census, it can be estimated how many at each age will 

survive for 1, 2, 3, 10 or more years. In this 

way a fairly good forecast can be made of the population 
for any year beyond the last Census. But the method 
depends* on too many unreliable assumptions to merit its 
adoption in India. Firstly, the method assumes that the 
rale of survival during the last decade is repeated in the 
next, that is to say, the average death rate age by age is tlie 
same in the second as in the first one. Judging, however, 
from the available figures of death rates there seems to be 
no justification for the assumption. There is another and 
a far more weighty objection to using this method, at any 
rate, for India. The method assumes that the statements 
of age for ail people are accurate. But the fact is just 
otherwise. Dr. JJowley and Mr. Robertson have themselves 
admit led that the accuracy of the result arrived at by this 
method is likely to be reduced by the aberrations that are 
known to be present in the statements of ages.” But they 
assert tlial llie mathematician is able to smooth away the 
inaccuracy by the process of graduation.” This state- 
ment seems to betray the experts’ ignor^mce about the extent 
ol inaccuracy in tht‘ statements of age recorded in India. 
In a country, where a bare o per cent of the total population 
can only sign iheii* names and where registration of birth is 
not enjoined by religious customs, accuracy in statements 
of age can hardly be expected. And on top of this there 
is lack of co-operation in thiis respect from all quarters. 
The illiterate peasants often refuse to state their age before 
the Census enumerator. The condition among the semi- 
educated and the lower-middle class is hardly more satis- 
factory. Even among the educated middle class, parti- 
cularly in the case of unmarried marriageable girls, age 
is often deliberately incorrectly stated. When Dr. Bowley 
and Mr. Robertson spoke of graduating away the inaccuracy 
evidently they had, before their mind, the picture of an 
advanced country like the United Kingdom. Unless the 
present literacy campaign succeeds in wiping out illiteracy 
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amongst Lh(‘ masses and unless people become less non- 
co-operating”^ and more statistically minded,” the method 
has little, if any, prospi'Ct of being used, with success, for 
estimating })o])ulation during intercensal years. 

An estimate of the growth of population can also be 
made with the help of what is known as the logistic curve.” 

r T < * Ic 

The cijuation for lb(‘ (‘urve is usually slated as y — d — 

where y denotes population at a specified time, t time, d 
starting ])opulatiori, d-\-k maximum population and c and 
r are constants. 1 lie following arc the features of the 
curve : — 

1. Asymptote to a line y~d~]-h when x(i) 

2. Asymptote to a line y — d when a:(/) — — ^x; 

3. A point of inflection at some time x(t)= a 

and y = d-~\-k/2. 

4. Concave upwards to the left of (a, d + ktl) 

and concave downwards to the right of 
Ux, d t /.:/!? j. 

5. No horizontal slope except at x{t)=^ . 

6. Values of y varying continuously from d Vo d 

us x{t) varies from — |;q ^ oc. 

The equation was worked out at various stages by 
Verhulst, Pasquier, Pearl and Reed but it was Lotka who 
first gave it a rational derivation in his book Elements of 
Physiad Biology, His theory is that population grows in 
size according to the same methematical law as individual 
animals and plants follow in the growth of their bodies in 
size and that human population grows according to the same 
law as does experimental population of lower organisms. 
Growth occurs iin cycles. Population first waxes in its speed 
of growth and then wanes. The rale of development depends 

^ The 1931 Census was boycotted by a section of the people 
in India. 
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upon the absolute level the population has already attained, 
and on the amount still unused and unexpended in the given 
area of actual and potential resources for the support of the 
growth. 

In experiments with fruit-fly Raymond Pearl found that 
the rate of reproduction per mated female per day declines 
as density of population increases, at first extremely rapidly 
and then, mOre and more slowly at higher densities. The 
death rate remains unaffected by increasing density as long 
as the density remains relatively low. But after a certain 
limit is reached, the death rate begins to increase rapidly 
with increasing density up to an asymptotal limit. The 
complete logistic curve would characterise the development 
of a population passing through an initial stage of slow 
growth, then a phase of raj>id increase in the rate of growth, 
succeeded by a declining rate tending towards a stable limit. 

The simplest way of fitting the logistic curve depends 

on the fact that nhe equation y-dl = may be 


changed into the form log 


y-d 


= loge 


In 


other words, log^ is a straight line function of 

time. In fitting a set of observations, therefore, we begin 
by making as good a guess as we can as to the values of the 


upper and lower asymptotes. The lower asymptote gives 
the value ol d while the value ol k is obtained by subtract- 
ing d from the upper asymptote. We then calculate 


Ic-(y -d) 


for each observation and plot each value as 


ordinate on arithmetical logarithmic paper against the 
corresponding time as abscissa. If we have made a good 
guess as to the values of the upper and lower asymptotes and 
if the observations are approximately symmetrical, the 
plotted points should fall nearly on a straight line. If they 
do not, we try new values of d or A: or both until the resulting 
values of z plotted on arithlog paper are approximately 
fitted by a straight line which we determine by the eye. 

From the standpoint of India the adoption of this curve 
as a method for predicting future population may be 
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considered by some to be open to several objections. Firstly, 
the available data for this country are so very meagre (there 
are only seven Census figures available) that ihe goodness of 
the fit of any equation that may be formed cannot be 
adequately tested. Secondly, predictions of futui*e growth 
may, at any time, be altered by the entrance into the situation 
of new economic or social factors of a different sort to those 
whi(^h have operated during the past period* which the 
equation covers.”* Thirdly, it has been stated that growth 
occurs in a cycle but there are no means at present for dis- 
covering the actual stage when a change in the cycle occurs. 
Thus, in the case of Germany and Japan, Pearl found that 
the cycle of growth had recently speeded up and showed 
symptoms of its being at an earlier stage of the growth. 

The last two objections can be answered by recorded 
facts. Equations were worked out by Pearl and fitted to the 
populations of fifteen countries of the world, the whole world 
and the populations of certain cities, , and lliey have been 
shown to give over the whole recorded history of each a very 
reasonable congruity with recorded facts. For instance, for 
the United States of America in 1930, a curve worked out 
before 1920 suggested a population correct within ’05 per 
cent of the recorded figure. As against the first objection 
it may be staled that seven points are sullicienl for the 
determination of a straight line. In fact, the success of 
l^^arPs estimates, as described above, urges one to suggest 
the adoption of a similar method for India as a whole. In 
the Bengal Census Report of 1931, a laudable attempt has 
been made by Mr. P. J. Griffiths, I.C.S., to find out a logistic 
equation for the Bengal population. Two other equations 
have been prepared for the same province and the most 
accurate of the three, according to the Report, has been 
stated as follows: — 



I 101*44 + e- 017750: 

where p is the population for a given jieriod and v: the 
number of years after (+) or before ( 1st March, 1881. 

^ Biology oj Populcuion Growth, by Raymond Pearl. 
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The equation gives us a population of 53 millions for 1941 
and 55*1 for 1951. Once the equation has been worked out 
and the curve drawn it is very easy to deduce the population 
figure during any year — past or future. The Census of 1941 
will show how far the estimate for Bengal is correct. At the 
same time an attempt should be made in the Census of 1941 
to find out a logistic curve for the whole of India. This 
may easily be done by the Census Commissioner with the 
help of exptvrienced Slatislicians. Or, the work may be 
done in collaboration with the Statistical Laboratory of the 
Indian Statistical Institute, Calcutta. Anyhow, as there 
seems to be no other reliable means to estimate the growth 
of population in India, and in view of the fact that Pearl 
lias had a remarkable success with the curve in his calcula- 
tions for many of the important countries of the world, tlie 
method is at least worth a fair trial in India. Once an 
equation has been established it could be verified or amended 
in the light of subsequent Censuses. If we are successful 
with the method it would go a long way towards solving a 
great and a rather perplexing problem in the sphere of Indian 
Statistics. 


D. N. Sen Gupta, 
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The Growth of Federal Finance, by Professor P. J. Thomas. 

Pp. 558. Oxford University Press. Rs. 12-8-0. 

In this book, Professor P. J. Thomas covers a very wide 
field. He not only gives an account of the successive steps by 
which Indian finances have been decentralised and of the present 
allocation of resources between the Central and Provincial Govern- 
ments but also reviews the history of land revenue, the growth of 
public expenditure and the development of local finance. 

He speaks of the early proposals for financial devolution 
as the beginnings of federal finance. The description of the 
proposals, which were made merely to ease the strain on the 
administrative relations of the different branches of the same 
government, indicates that the author uses the word ‘ federal ’ in 
a somewhat unusual sense and conveys an impression that federa- 
tjon in an incipient form was foreshadowed in the financial re- 
adjustments of 1870-71, which is not a fact. That federation 
must be the natural outcome of the political evolution of India 
goes without saying; but before 1931 the federal ideal was not 
present even in the minds of the authors of financial decentralisa- 
tion, and now that the war has thrown the whole federal scheme 
into the melting-pot, it is impossible to tell when a real federation 
and its financial counterpart will come into being. The various 
financial readjustments made before 1921 were not federal in their 
intent and effect; and though with the introduction of responsibility 
under Dyarchy, the beginnings of federal finance can be posited, 
the position is so very elusive that we cannot possibly regard it 
as the “ growth of federal finance in India.” 

Apart, however, from this mistaken characterisation of the 
whole process of financial development in India, the book gives a 
clear and connected account of financial devolution since its early 
beginnings; and though the information contained in it is not 
new and does not reveal any unfamiliar aspects of Indian finance, 
the details are of great interest and have been derived from sources 
to which the average student of Indian finance cannot have ready 
access. Professor Thomas has given references which the reader 
will find very useful and in several cases get clarification of points 
which have so far been obscure. 

In a book of this size one naturally expects critical examina- 
tion of the present position and assessment of the various measures 
by which it has been reached. Professor Thomas does pass 
judgments on points of interest which are sound as far as they go; 

88 
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but they stop short just where further evaluation and constructive 
insight seem to be called for. It may be that this is intentional 
and the author intends the book to be rnore descriptive and his- 
torical than critical and . constructive. If that is so, the limita- 
tions referred to above may be taken to be inherent in the plan 
of the book and cannot be reckoned as its shortcomings. 

The reader will find in the book considerable malerial for 
forming his own judgment and will, as I have said, find liiinseit 
brought to points which will suggest further lines of enquiry 
for the pursuit of which he will find useful references in the 
book. Professor Thomas himself will probably subject the 
material to a critical analysis in a later work and make it a con- 
structive approach to the problems of federal finance — an approach 
which the course of events in the immediate future may probably 
make urgent and highly fruitful. In this hook he has given the his- 
torical background for which he is entitled to an appreciative 
recognition from the students of finance in this country. 

Cyan Chand. 

The State and Economic Life, by Anwar Iqbal Qureshi, Ph.D., 

of the Economics Department of the Osmania University, 

Hyderabad (Dn.). 

In 208 pages the author surveys the working of the new policy 
of state regulation of economic activities, which is now predomi- 
nant in most countries, and comes to the conclusion that it is 
on the whole futile and wasteful. He* feels that there is no ready- 
made solution for economic ills and approves of a policy of ration- 
alisation, He is critical of bureaucratic handling of economic 
affairs and frankly declares his faith in economic freedom as an 
instrument of world prosperity.. His criticisms against some of 
the forms that state intervention assumes are indeed valid; but, 
frankly, it is now too late in the day to argue the case for “ let 
alone.” It is not a question of faith in particular systems but of 
given institutions yielding the good that is expected of them. A 
certain sense of realism and historical perspective is indispensable 
in appraising the real significance of the changing currents of 
economic thought and action. 

Thus there is nothing illogical or absurd in mercantilist 
policies attaining respectability in the contemporary world. As 
in the heyday of Mercantilism so at present the world is divided 
into warring or warlike nationalities. Indeed, the present-day 
economics are the economics of a war period in which the sense of 
nationalism is all powerful. These tendencies may be good or 
bad. History alone will show, but for the economist and the 
work-a-day administrator the ends of national policy must be 
most economically gained. There cannot be a universally and a 

F, 12 
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perennially good economic policy. Changed needs make changed 
policies. 

The internal defects of a policy of unrestricted individualism 
have been once again laid bare by the last depression. An attempt 
completely to replace private by state economy may merit the 
criticism of the author. But the gradual introduction of the prin- 
ciple of planning and regulation in our predominantly capitalistic 
structure is not only justifiable but urgently necessary. The 
rationalisation which Dr. Qureshi approves cannot be introduced 
on the desired scale unless the state plays a much more positive 
part than it did in the past. Our economics ought to t^row out 
of our needs. Undoubtedly state regulation and careful social 
planning are two of the most urgent needs of the time. We may 
not look upon these as a panacea and we ought to try and mini- 
mise the likely evils that they will tend to produce. But the new 
tendencies are quite genuine, and hence, quite correct methods of 
meeting the situation. 

That there is a regrettable tendency in India to expect the 
slate to do everything must be accepted. •Equally well the hollow- 
ness of the argument, in fact the dangers that might come in the 
wake, of the full-hlooded and unconditional protectionists must 
be exposed. But if rationalisation of our economic life is to be 
achieved and if our resources are to be most •economically and 
speedily developed both ])rotection and planning must be resorted 
to. There are difficulties in the way of an immediate framing or 
adoption of a plan. Neither data, nor machinery and political 
})ower arc available. But our objective- must certainly be planned 
and regulated industrialisation. 

In respect of key industries the author approves of the grant 
of subsidies. As taxation in India is well known to be regressive, 
it is difficult to accept the view that subsidies will be less regres- 
sive in their incidence than tariffs. It is true that the- sacrifice 
will he hroughl home to the community and control may be faci- 
liated. But then for reasonable protection, as much as for any 
more ambitious policy, state control is indicated. The fact of 
the matter is that we cannot now escape from the natural demand 
of the present state of capitalism, which is social control. 

This indeed need not, in fact, ought not to mean the end of 
legitimate individualism. With a socially inclined individualism 
we can secure the energy of private initiative and the justice of 
social union. Tlirough co-operation as much as through other 
mixed forms of economic activity that are being daily created, the 
best of both the systems may be secured in so far as the pressure 
of events permits. In doing so the criticisms of the author will 
pe helpful. 


T), G. Karve, 
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Trends of Agriculture and Population in the Gances Valley, 

by Prof. Birendranath Ganguli. Methuen and Co., Ltd. 

Pp. 315. 

This book of Professor Ganguli deals with the inter-relation 
of agriculture and the growth of population in the Ganges Valley. 
The numerous factors that determine the changes in agriculture 
as well as population have been carefully studied in all their com- 
plexities, ^and very useful inferences are drawn from the study in 
the region chosen. This book is a distinct contribution to the 
literature on the population problem of India, since it envisages 
a scientific approach to a baffling problem. 

The author has traced the growth and distribution of the 
populations in the different chosen tracts of the Valley and has 
shown, very clearly, the problem of the “ adequacy of cultivation ” 
with reference to local conditions. The sufficiency or otherwiye 
of cultivation in a particular tract depends upon the factors 
governing agriculture, th^ stage of agricultural technique devc- 
lo})ed there, the nature and distribution of population in that 
region, etc. These operating factors are clearly analysed in many 
parts of the book. Professor Ganguli points out how, if the 
limiting factors of* progress set by nature are interfered with, the 
results are far from being beneficial. Our attention is drawn to 
the fact that “ in certain tracts the increasing pressure of popula- 
tion upon the soil has led to denudation of forest, soil erosion and 
agricultural decadence. In other tracts, owing to artificial de- 
rangement of drainage levels there is widespread water-logging 
of land, and the conditions of health and subsistence have become 
so unfavourable that there is rural depopulation on a large 
scale. . . .” 

The problem of rural density has been dealt with in a 
masterly fashion. The author demonstrates how “ Rural density 
in the crowded monsoon zone supplies an invaluable index of eco- 
nomic exploitation on the one hand and the ensemble of natural 
agricultural advantages on the other.” The wealth of details 
given regarding the soil, rainfall, irrigation, the influence of the 
Ganges, different crops, modes of cultivation, etc., in the several 
districts chosen for survey, clearly bring out the correlation 
between the forces, geographical, economic, ecological or any 
other. “ The variability, limits and optional conditions ” of agri- 
culture in the area are also clearly brought out. 

Professor Ganguli presents his survey of the trends of agri- 
culture and population in the Ganges Valley in three different 
chapters. The first deals with the Upper Ganges Valley, the next 
with the middle region, and the last with the Ganges Delta. In 
his survey of each of these regions — chosen for their differences 
in rainfall — he has dealt with the population problem with regard 
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lo four vital factors, viz.^ (1) extension of cultivation, (2) double- 
cropping, (3) agricultural water supply, and (4) choice and com- 
bination of crops. 

For a study of the density of population in a given area, the 
author favours an investigation of “ the process and stages of 
agricultural development as determined by the extension of culti- 
vation.” He infers from his survey that “ the extent to which 
cultivation has expanded or contracted, or has a clear tendency to 
expand or contract, is a clear indication of the agricultural possi- 
bilities of a particular tract and of its population capacity.” Much 
information is given regarding double cropping in the Valley and 
it is also shown that there exists a “ statistical correspondence 
between the high density of population and the extent of the double- 
cropped area in this region.” Tire influence of agricultural water 
supply has been elaborately dealt with. Prof. Ganguli shows how^ 
“ population has a tendency lo decrease in those agricultural tracts 
which normally receive a scanty rainfall* and are liable to drought, 
and in which at the same time farmers cannot often increase 
resistance to it by means of protecting irrigation works. In such 
ill-fated regions famine causes mortality either directly by star- 
vation or indirectly by beating down resistance to disease, and 
perhaps lowers fertility.” The importance of the choice of crops 
in relation to the trends of population has also been emphasised 
by the author. 

This book is an exceedingly well- written and scientifically 
planned study of the population problem in the Ganges Valley. 
Without any hesitation we recommend it not only to the students 
of Rural Economics but also to those who may be looking for- 
ward for helpful suggestions in formulating correct agricultural 
policies for dilTeient regions in India. Professor Ganguli’s book 
will undoubtedly serve as an excellent model for similar useful 
surveys to be undertaken in several parts of this country. 

B. V. Narayanaswamy. 

The State in Relation to Labour in India, by V. Shiva Ram, 
M.A., Ph.D., Professor and Head of the Department of Poli- 
tical Science, Lucknow University. (Delhi University Publi- 
cation No. 8). 1939. Pp. 175. 

This publication is the outcome of the Sir Kikabhai Prem- 
chand Readership Lectujes that the author was requested to deliver 
at the invitation of the University of Delhi. Dr. Ram is* a scholar 
who has established his reputation as a sound and careful research 
worker in the field of Political Science. He has had the unique 
advantage of being an actual Member of the League of Nations 
Secretariat at Geneva for some time. 
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In launching upon the subject of labour, he has endeavoured 
to try fresh fields for his restless energies. The learned doctor 
is to be congratulated for his effort. The layman will find in 
these Lectures a comprehensive bird’s-eye view of the salient labour 
questions dealt more or less from the historical perspective. For 
the specialist, there would be little in these Ixctures to repay study, 
except this that he would be able to re-read, in very brief summary, 
matters that he already knows. Such review has its advantages. 

S. K. R. 

Rail-road Transportation, by Prativa Chandra Banerjie, B.A., 
F.R.E.S. 

This book contains a number of subjects of topical interest in 
current problems of Indian Railways. The author at first gives a 
historical survey of the development of railways in this country in 
which he discusses various questions, such as the financial 
position of the railways, the relations between the State and the 
Companies, the separation convention, etc., and in discussing these 
he makes no secret of the fact that he prefers Company management 
to management by th^ Slate, which is, however, a very controver- 
sial matter, and critics will not be found wanting to dispute his 
assertion. But few will really challenge some of his later state- 
ments such as that real economy can result from amalgamation of 
railways on scientific principles and that diversity of gauges acts 
as a stumbling-block on the fluidity of rolling stock impeding the 
development of long traffic. His treatment of rate and tariff ques- 
tions is interesting and will be found useful by students of railway 
economics. Finally, the chapter on Rail vs. Road Transport 
attempts to discuss the respective merits and demerits of these two 
forms of transport and in discussing these the author probably 
rightly criticises the attitude of the Government of India towards 
the development of road transport in this country. 


M. K. G. 

World Production and Prices, 1938-39. Published by the 
League of Nations, Geneva. 

The volume under review shows that world production in 
1938 fell slightly below the record levels attained during 1937. 
Total primary production decreased by some 2 per cent; this 
fall, however, is almost completely accounted for by the fall in 
the output of industrial raw materials, which amounted to 10 per 
cent, while the output of crude foodstuffs actually increased. 
Production of manufactured raw materials — steel, pulp, and other 
processed raw materials — fell by 9 per cent, and that of 
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manufaclured products by 7 per cent. The quantum of world 
trade fell more than world production as a whole, /.e., by 8 per cent. 

The “ depression ” in 1938 may be traced back to the indus- 
trial recession which began in the United States during the 
second half of 1837 and gradually spread to a number of other 
countries. The decline came to an end towards the middle of 
1938, and production in all the important countries was definitely 
on the up-grade, \vhcn the war broke out in Sepleiribrr 1939 and 
threw out the whole economic machinery out of gear. The turn 
in the business cycle in the United States in the middle of 1938 
was the first proof of the success of Government policy of public 
works, easy money, etc. 

A brief introductory chapter shows that during the last year 
far-reaching structural changes have occurred which make a purely 
economic analysis of world economic de velopments dilhcult. The 
more or less uniform world rconomie system which had been 
restored during the nineteen-twenties lias again broken dow n. The 
disappearance of a common monetary standard, the growth of 
nationalistic commercial policies, and the striving for autarky, as 
well as the active business-cycle ])olicy pursued in a number of 
countries, have made for the creation of a number of more or 
less economically independent groups of countries within which 
there is space of widely divergent trends of movement. This 
tendency has recently been accentuated by the concentration of 
national effort on armament. Past experience is no longer a safe 
guide to developments. Production in 1938 reflects general in- 
security, trends differ greatly from country to country, and the 
general world averages give but an imperfect expression to these 
vmying tendencies. Broadly speaking, however, production 
figures reflect an increasingly unsettled political situation which 
has resulted now' in the outbreak of an inevitable Finopoan War. 
Who knows it may engulf the world? During the War the produc- 
tion as well as the prices of most of the countries will be controlled 
and their interpretation will he on a different line. 

We commend the volume to thoughtful students of the 
subject. 

K. L. G. 


International Trade Statistics, 1938. 

The present volume contains statistics of sixty-.seven countries 
for the years 1936 — 38. It is bilingual (French and English), 
and the countries are given in the French alphabetical order. 

‘ rif f country, 

rhe volume is full of useful tables and is a book of reference for 
serious students of the subject. 


K. L. G. 



REVIEWS OF BOOKS 


95 


International Trade in Certain R\vMateuials and Foodstuffs, 

1938. 

This volume is the fourth of its kind published by the Eco- 
nomic Intelligence Service of the League of Nations in 1939. It 
gives an account of the movement from one country to another of 
various commodities. 

The volume contains provisional statistics for 1938 as well as 
revised and completed statistics for 1936 and 1937 of 38 prin- 
cipal commodities of world trade. These commodities include 
wheat, sugar, rubber, wood in various forms, hides, wool, 
cotton, silk, iron and steel, copper and motor spirit. The 
number of importing countries covered by the various tables 
is 125. The statistics are practically world-wide, the 125 
countries dealt with representing 98% of the total world trade. 

The object of this volume is to show the sources from which 
raw materials and foodstuffs really originate and also the coun- 
tries where they are actually consumed. The trade returns pub- 
lished by many countries fail to furnish this information or they 
indicate some intermediate c(funtry from which the goods have 
been sold or consigned and not the country from which they 
originated. 

The present volum^ is a highly useful book of reference and 
should be on the shelves of every library worth the name. 

K. L. G. 

Prices and Wages in England From the Twelfth to the 

Nineteenth Century. Volume I (Price Tables: Mercantile 

Era), by Sir William Beveridge with the collaboration of L. 

Liepmann, F, J. Nicholas, M. E, Rayner, M. Wretts-Smith 

am] olhcr'^, Pp. ix I 756. Longmans. 1939. Price 31s. 6d. 

The purpose of this and the succeeding volumes is to pre- 
sent a history of prices and wages in England, as a part of a co- 
ordinated scheme of parallel studies in other countries.” In 1929 
Professor E. F. Gay and Sir William Beveridge prepared a memo- 
randum urging the need of a co-ordinated study of prices of 
various countries of the world on a comparative basis. Their 

memorandum led to the making of a grant by the Rockefeller 

Foundation to finance such studies in Austria, England, France, 
Germany, Holland and the United States of America. The present 
work is a fruit of that grant. 

The present work as planned consists of four volumes : I 
Price Tables: Manorial Era (1550 — 1830); II Price Tables: Mano- 
rial Era (1150 — 1550); III Wages, Wheat Prices and Supplemen- 
tary Material; and IV Review and Appendices. The presept book 
the first volume of the series. 
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The first volume very reasonably refers to the Mercantile Era 
(1550 — 1830) and not to the Manorial Era, for in Europe ample 
and continuous material is available only for the former and 
not for the latter. It gives only the Primary Tables and Second- 
ary Tables : 

The sources from which the Primary Material has been 
derived are the following: Winchester College (1393 — 1B17), Eton 
College (1444 — 1831), Westminster School and Abbey (1564 — 
1830), Charter-house (1644^ — 1830), Sandwich, (St. Bartholomew’s 
Hospital) (1543—1766), Greenwich Hospital (1695—1828), Chelsea 
Hovspital (1702 — 1810), Lord Steward’s Department "(1659 — 1830), 
Lord Chamberlain’s Department (1556 — 1829), Office of Works 
(1552—1814), Navy Victualling (1683—1826) and Naval Stores 
(1566 — 1813). The Primary Material is preceded by General 
Introduction and Reader’s Guide and followed by Secondary 
Material. 

The Primary Tables give, “ for each commodity, a yearly 
average price in terms of contemporary money, made comparable 
from year to year by expressing each series throughout its length 
in the same upits of currency and quantity and by clearing the 
series, so far as possible from errors and from changes of any 
internal fjactors.” These Tables have been very carefully and 
painfully prepared through successive stept of Extraction, Seriali- 
zation, Annual Tabulation and Statistical Criticism and Tabula- 
tion. These Primary Tables are supplemented by Secondary 
Tables of various kinds. 

This is the most remarkable and authoritative work on English 
prices and wages ever published in England. It is the most re- 
markable book of Economics published in recent years in England. 
The pioneer and unparalleled work of this type is that of James 
E. Thorold Rogers, “ A History of Agriculture and Prices in 
England, in 7 volumes, published between 1866 and 1902. For a 
generation they have been used by economic historians as the basis 
of comparisons of prices and wages. But this work, while it has no 
rival, is both incomplete and imperfect. Its temporal range is 
small, its raw material is poor and is marred by frequent errors of 
judgment and statistical mistakes. The present work is an im- 
provement over Rogers’ work in more than one way. Its temporal 
range is 1155 — 1830, Le., 675 years whereas the temporal range 
of Rogers’ work is from 1259 to 1702, Le., 444 years. The pre- 
sent work “ aims at to push back Thorold Rogers’ price series to 
an earlier date and to check and supplement it for latter periods.” 
The new material is surprisingly better, alike in quantity and in 
quality, than that available to Rogers. 

Enormous material of this nature is available in the old 
Bahikh^tas of firms of very long standing in In(}ig gs weH. Up- 
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used and uncared-for, they are fast going to waste. If this mate- 
rial is carefully utilized by Indian economists, it can throw much 
light on our economic condition during the past. The question of 
finance, however, is the most baffling problem, and we like to draw 
the attention of the Rockefeller Foundation to make a similar grant 
to Economics Department of Allahabad University for carrying on 
work on similar lines in India. 

It is hoped, however, that the great pains that Sir Beveridge 
and his associates have taken in preparation of this monumental 
work, will be amply rewarded and it will now come to occupy the 
position tBe Rogers’ work has so far done. 

Daya Shankar Dubey. 

The Recent Development of Economic Foreign Policy in the 
Netherlands East Indies, by J. VanGelderen, Professor of 
Sociology in the University of Utrecht and Member of the 
Netherlands Parliament. Publication No. 20 of the Graduate 
Institute of International Studies, Geneva. Longmans, Green 
& Co. London. Pp. 90, 5s. net. 

In a world in which power politics is dominated by claims 
and counter-claims^ to colonies it is conveniently forgotten that 
the world consists not only of ‘ Haves ’ and ‘ Have-nots ’ but also 
of people who do not want any longer to be ‘ had ’ by any person 
or nation. Economic imperialism in the sphere of colonial deve- 
lopment has passed through several stages. The system of direct 
and compulsory state-exploitation, which constituted the initial 
stage of colonial economic policy, proved inefficient for the mother 
country and oppressive for the children of the soil and was even- 
tually replaced by a second stage of free trade and ‘ open door ’ 
founded upon the ideal of economic liberalism. In recent times 
colonial development has been passing through a third interesting 
phase. Owing to a combination of favourable circumstances the 
policy of free trade and ‘ open door ’ was hitherto conducive to 
an intensive exploitation of colonial resources. But recently, it 
has proved to be incompatible with modern business and with 
the growing influence of totalitarian methods in trade.” Moreover, 
with free trade and ‘ open door ’ the political structure of the 
colony has sometimes been threatened with destruction through the 
economic penetration of a strong political power trying to con- 
solidate its position by legitimate as well as by questionable 
methods, and in this struggle between the so-called ‘ Haves ’ and 
‘Have-nots’ stable economic development becomes impossible for 
the native inhabitants of the colony. Hence, partly owing to 
political pressure exerted by the indigenous population of the 
colonies and dependencies, and partly as the outcome of the 
F. 13 



98 


REVIEWS OF BOOKS 


enlightened self-interest of the mother country, a new policy is 
being evolved by the great colonial powers. This is the policy 
of closing the ' door ’ to a certain extent and, if necessary, com- 
pletely, so as to avoid economic and. political penetration of 
toreign powers— a policy which has required state regulation of 
exports, imports, production, immigration, shipping and invest- 
ment. But such a ‘ defence mechanism ’ as has been rendered 
necessary by the break-up of world economy, the growth of 
‘ autarky ’ and the struggle lor economic penetration, ultimately 
generates the forces of Decolonisation in the economic sphere, and 
there is no doubt that the tendency to make colonies dependent on 
western enterprise and western export trade is being gradually 
and unmistakably reversed in the colonial empires ol to-day. 

Professor J. Van Geldcren has given us a remarkable study 
of a colony in transition from the second to the third and more 
recent phase of economic development, and the story has great 
significance for us. 

The economic troubles of Netherlands East Indies (N. E. L) 
started with the world crisis of 1930 atid the subsequent disloca- 
tion of trade. In common with India and many other agricultural 
countries, the N. E. I. were faced with a serious worsening of the 
terms of trade, a heavy shrinkage of the favourable balance of 
trade which threatened national solvency, and* serious budgetary 
disequilibrium. Unfortunately, the N. E. I, adhered to the gold 
standard till September, 1936. The policy of deflation led to 
widespread impoverishment and to export of distress gold to the 
extent of 144 million florins during 1931 — 35. Although deflation 
was designed to restore competitive power in the export markets 
by lowering costs, yet all too heavy overhead costs due to in- 
vestment of capital on a gold basis hampered the restoration of 
competitive power. Hence, it was felt that the interests of the 
colony were being sacrificed for the sake of the mother country 
who was only anxious to safeguard her own interests as a creditor. 
The collapse of purchasing power resulting in a serious reduction 
of imports reacted adversely on exports specially because trade 
amongst the N. E. I.’s customers was already flowing into 
bilateral channels. 

It appears from Professor Gilderen’s Survey that state regu- 
lation of imports was a weapon in the hands of the N. E. L 
Government for fighting the menace of cheap Japanese imports 
which tended to upset the N. E. I.’s balance of international 
payments. “ Europe and America which bought 52% of the 
N. E. I.’s exports in 1930 took no less than 61% in 1935” At 
the same time their share in the imports into N. E. I. decreased 
from 65*6% to 43*9%. On the other hand, the N. E. I.’s favour- 
able balance of trade with Japan was converted into an un- 
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favourable balance which amounted to 74 million guilders during 
the years 1933-1934. As regards the Dutch share in the N. E. L’s 
imports it declined from 32-5% in 1909 — 13 to 17-6% in 1925 — 
29 directly as the result of Japanese competition. The countries 
having an unfavourable balance of trade with the N. E. L, began to 
turn to other sources of supply, and her position became vulner- 
able in the case of commodities like sugar, coffee, tobacco, hides 
and skins, copra and fodder cakes. The only way out of the 
crisis which appealed to the N. E. L Government was the quota 
system which included General as well as Specified quotas. 
General quotas restricted imports of the bulkiest and cheapest 
commodities to the probable needs of the market and prevented a 
substitution of chapter goods for expensive varieties, while Specified 
quotas were imposed according to certain countries of origin on 
the basis of reciprocity. Professor Gelderen claims that by a 
partial exclusion of cheap Japanese imports the cost of living 
“ did not increase very muchr Many firms who held licences 
for both European and Japanese goods utilised the profits on the 
latter to balance the loss on the former. For certain textiles 
buffer stocks were kept under Government control to smooth 
price fluctuations.” As far as foodstuffs were concerned, with 
the contraction of sugar industry, sugarcane cultivation was 
replaced by rice cultivation, since imports were checked, specula- 
tion resisted and the colony rendered independent of foreign im- 
ports of rice. In the same way there has been a complete substi- 
tution of home-grown soya bean for Manchurian imports. 

The quota system was undoubtedly a measure of imperial 
preference and somewhat strengthened the economic ties between 
the N. E. I. and the mother country which was anxious to give 
something in return. The Netherlands granted a quota for fodder 
cakes, agreed to buy 60% of the total exports of vegetalde fats, 
guaranteed the imports of certain quantities of maize and rice from 
the N. E. I. to prevent prices from falling below a certain level, 
decided to consume Dutch colonial sugar only and offered the 
N. E. I. Government a loan of 25 million guilders for public works 
the interest and redemption of which were to be paid by the 
other country. Moreover, in clearing asrreements and bilateral 
trade agreements with other countries the Netherlands included 
the export interests of the N. E. I. and secured for them valuable 
concessions. But the nromotion of inter-imperial trade was limit- 
ed in scope and was hampered by the economic crisis. 

The regulation of imports was necessarily accompanied by 
control of production and exports. Tlie chief aim was cither 
restriction of output or elimination of excessive stocks or restora- 
tion of an economic level of prices. The means adopted varied 
from limitation of exports or mere segregation of stocks to direct 
regulation of production or even organisation of a selling 
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monopoly. Professor Gelderen gives a very interesting account of 
these measures in the case of the staple exports of the N. E. I. 
such as cinchona, capok, tea, tin, rubber and sugar. Greater suc- 
cess seems to have been achieved in the case of tea, sugar and 
rubber the production of which is planned and regulated by inter- 
national organisations. 

With the abandonment of free trade and ‘open door’ dis- 
criminatory treatment of foreign labour, foreign capital and 
foreign shipping has followed as a logical consequence. The 
influx of immigrants is now being limited to an annual quota which 
till now has been fixed each year at 12.000. “ For all except the 

Dutch and the Chinese a maximum of 800 has been set up.*’ 
The importation of foreign European experts is sought to be 
stopped by the requirement that employers have to obtain special 
permits which may be refused unless it is proved that “ no person 
available for the same job is found among the inhabitants.” As 
regards foreign capital also colonial interests are safeguarded by 
restrictions. All joint-stock companies must be domiciled in the 
N. E. L In some places the Boards of Directors must have a 
majority of Netherlands subjects or persons domiciled in the 
N. E. I. In the contracts for mining concessions there are some- 
times special clauses providing for the Goverfiment’s share in the 
profits of exploration and exploitation and a special stipulation 
“that a certain proportion of the administrative staff and of the 
labourers shall consist of Netherlands subjects.” The N. E. I. 
with many scattered islands formerly required and welcomed the 
co-operation of many foreign shipping companies for maintain- 
ing the lines of communication. But the menace of Japanese 
competition has compelled the colony to revise her policy. Now 
seaports open for ereneral trade are open to ships of all nations, 
subject to reciprocity. But “ coastal places ” are reserved to the 
Dutch flag; the Government may grant or withhold licences to 
foreign lines for participating in the coastal trade. 

Professor Gilderen’s work is an invaluable handbook on the 
commercial policy of the N. E. I. and will be read with interest 
and profit by those who are speculating on India’s commercial 
policy in the near future. 

B. N. Ganguli. 

Population and Peace : A Survey of International Opinion 
ON Cl.\ims for Relief From Popuij^tion Pressure. F. C. 

Wright, B.Sc. (Econ.), Ph.D. (London), I.I.LC.. Paris 1939. 
7s. 6d. 

‘This volume is issued by the International Institute of 
Intellectual Co-operation as one of a series of studies on peaceful 
change carried out by the International Studies Conference, in tbe 
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course of an enquiry into the basis difficulties in, and the proce- 
dures for, the peaceful solution of economic, social and terri- 
torial problems, with special reference to questions of (i) population, 
migration and colonisation and (ii) markets and the distribution 
of raw materials.’ In the course of its studies the Conference 
assembled a great mass of material which it was physically im- 
possible to reproduce in full. The Board therefore decided to 
publish it in the form of convenient summaries and entrusted 
their preparation to expert authors. The present volume is one 
of the series planned in this way. 

In 1933, the International Studies Conference opened an 
enquiry into the notion of collective security and organisation of 
peace. It led to the study of the causes of war. The most power- 
ful motive is usually the supposed need of a change of the status 
quo; and the Conference wanted to find out whether a peaceful 
change of the status quo is within the bounds of practical politics 
(Ch. I). The need arises on account of the real and alleged 
grievances of certain dissatisfied countries and the claims put 
forward by them for their removal by what they consider to be 
fresh and fair national and colonial rearrangements. There were 
in particular three types of claims to terre irridente, to outlets for 
emigration and to imlustrial markets and sources of supply. In 
other words, the problems were of population, marketing and raw 
material. The present volume is concerned with ‘ the demographic 
basis of claims assumed to have been made by the “ dissatisfied ” 
countries for colonial and territorial expansion.’ (Ch. II.) 

Ch. Ill reviews the claims of the “ dissatisfied ” countries, 
Italy, Japan, Poland and Germany. The conclusion reached is 
rather unexpected. ‘‘ The foregoing review .... goes to show 
that (the adduced evidence) is partly contradictory, partly hypothe- 
tical and largely inconclusive. It seems to indicate that the popu- 
lation question ... (is) not as serious as many nations would like 
to assert.” “ In Ch. IV, the problem of overpopulation is consider- 
ed fioia Ve'^rious standpoints and the result in this case alsio isi 
rather startling. ‘In 1931, a calculation was made of the excess 
of births — exact or approximate — per square kilometer for every 
country of the world and it was found that there were four countries 
whose demographic co-tfficient exceeds one and whose overpopula- 
tion was not sufficiently neutralised by the influence of territories 
dependent upon them. The countries are : China, Japan, Italy 
and Poland. Next in order, came Germany with a demographic 
co-efficient of 0 99. These countries are known to be overpopulat- 
ed. It seems certain, therefore, that demographic pressure does 
not exist. . . 

In Ch. V, the basis of population claims is analysed. This 
chapter is highly infoitnative. All sorts of expansionist aspira- 
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tions, policies and claims are examined and then it is shown that 
in the field of population movements there is ‘ a great confusion 
of values and of attitudes.’ The last' four chapters survey the demo- 
graphic remedies for overpopulation: — (1) Emigration, (2) Colo- 
nial expansion. (3) Internal Economic development and (4) Inter- 
national Planning. Views on emigration are so conflicting as to 
defy reconciliation. There has come about a double shift in the 
incidence of the migration problem. Formerly, it played a useful 
international role as a movement of immigration; to-day, it causes 
international friction as a movement of emigration. The question 
of colonial expansion is teeming with almost insoluble legal and 
political issues. There are only three alternatives : to leave the 
underdeveloped countries alone; to put their inhabitants to school 
but to leave them their possessions; or to take their lands and employ 
them as servants. As to internal economic development, it is 
shown that ‘ there is no such thing as a surplus population any- 
where in the world, except one that is relative to and caused by 
the existing commercial and economic ;?ystem. There is no reason 
why a country should not develop a population as thickly upon its 
ground as in a highly industrialised area, and still maintain it- 
self, if it could draw freely upon the resources of the rest of the 
world? Domestic action of any kind, howler, is not likely to 
resolve the danger with which the population problem threatens 
us to-day. Hence, a suggestion was made to the I.S.C, that time 
had come for international demographic planning. An economist 
of repute recommended certain international agreements for 
consideration by the International Studies Conference. The Hook 
ends, practically, with the memorandum prepared for the I.S.C. 
in 1937 by Mr. J, Legouis, 

A distinguished economist once wrote that the population 
problem is an efficacious anodyne for crisis-vexed brains. The 
present work confirms that prescription. The problem is multi- 
angular; here in this book only one aspect, political, is dealt 
with; and European experts find that, too, too complicated for any 
satisfactory solution. It is a very valuable and interesting work. 
The mass of material that is condensed is enormous. Every 
student of population problem will find it stimulating. Those who 
are constantly harping on India’s overpopulation may be provoked 
to further serious thinking. 

H. B. Bhide. 

A Comparative Study on National and Social Finance, by 

Bimala Kanta Sarkar. 1939. Published by Ghosh ’ and 

Gupta. 3—1. Russa Road, Calcutta, 1939. Pp. xii + 140. 

Price Re. 1-8. 

The book is divided into four chapters and two appendices. 
Ip Chapter I th^ authpr h^s studied thp nature of local finance; 
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Chapter II is devoted to local finance in some countries; Chapter 
III to sorts of grants in aid; while in Chapter IV the problem of 
control of local authorities is discussed. Appendix I gives us an 
idea of local taxation in England; while appendix II deals with 
the principles of favouratism. 

Leaving aside the misprints, the peculiar grammatical con- 
structions and complete absence of some aspects of local finance 
in the book and taking into consideration only that which the 
author has given us in the book we are of the opinion that the 
work is neither well-planned nor efficiently executed. It is a 
collection of undigested material on some aspects of a great topic. 

B. G. Bhatnagar. 

Economic Geography of India, by Dr. R. N. Dube. Published 

by Kitab Mahal, 63, Zero Road, Allahabad. 1939. Pp. 190. 

Price Rs. 3. 

Dr. Ram Nath Dube, Head of the Department of Geography 
in the Allahabad University, has rendered yeoman service to the 
students of Economic Geography in India by waiting the book 
under review. The book has been written with the definite pur- 
pose of supplying a long-felt want of the student community. Its 
appeal is, therefore, largely to the beginners of the subject, and 
not to the advanced students. The treatment and the style alike 
have been kept perfectly simple. We congratulate Dr. Dubey on 
bringing out this excellent little work on the economic geography 
of India. 

B. G. Bhatnagar. 

The Indian States and the Federation, by M. K. Varadrajan. 

Oxford University Press. Price 12s. 6d. 

The Government of India Act, 1935, with its provisions 
relating to Federation of India, has placed the Indian States in a 
new relationship with the other parts of the country. They have 
been brought into a new political contact with the progressive 
Provinces, and are empowered to act in an extensive field of all- 
India matters. It is a considerable change in the position of the 
Indian States. From being subject to the whims of a Political 
Department working out their destinies in the interest of British 
India they have now secured the right of forging the economic 
and perhaps the political life of the whole country. Their sepa- 
ration was nominal before, now their ‘union’ for all-India pur- 
poses will be real. As such the new Act marks a considerable 
advance in the status of the Indian Sates. 

^ Mr. Varadrajan has very lucidly described the various changes 
envisaged by the new Act and devoted their effect on the position 
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of the Indian states. In the first chapter he has given a brief 
sketch of the evolution of federal idea and in that connection he 
has indulged in a useless academic discussion of sovereignty in 
respect of the Indian States. Whatever be a jurist’s interpretation, 
history has ho hesitation in recording that the Indian Princes 
exercised merely a reflected sovereignty merely on sufferance of 
the Paramount Power. Whatever their original status, they have 
now come to be “ an integral part of the imperial polity.” He 
is right in stating that by the “ process of unification ” the “ ground 
plan of a federation had gradually come into being.” But this 
development was not self-willed. If the States h^d to yield to 
the Government of India in respect of railways, posts, salt or 
custom, it was as a result of their subjection to the supreme 
political power of the country. The States demurred but they had 
no option but to submit. For political reasons their assent was 
required. And the consequence was the Federal Scheme arising 
out of the Round Table Conference. 

After discussing the historical basis of the federation, the 
author has in the subsequent chapters analysed the provisions of 
the Act with reigard to matters such as the accession of the 
slates and the federation, federal subjects, relation of the federal 
centre to the states, federal finance, federal court, federal railway, 
cantonments, etc. Three chapters have be A devoted to the ques- 
tion of tributes, ceded terriories and privileges and immunities. 
All these questions are important from the point of federal finance 
and thus the author has done^ great service to students of the Indian 
constitution by his clear analysis of these subjects. The last 
chapter deals with the question of Paramountcy which is not great- 
ly affected by the federation. Paramountcy is still the naked 
sword enforcing obedience of the Indian States to the federation. 
“ Paramountcy,” says the author, “ is thus made the federal sanc- 
tion, and on its exercise depends the smooth working of the fede- 
ration. Without paramountcy a ruler might bring the federal 
mechanism in relation to his state to a standstill by refusing to 
carry out the instructions given to him by the Governor-General 
wilh regard to the administration of federal subjects, and render 
the judgments of the federal court wholly abortive by neglecting 
to give effect to them in his state.” Paramountcy is, therefore, 
the weapon for enforcing obedience to the new constitution and if 
it is so, the attitude of the Princes at the present stage is nothing 
short of comic. 

The book is a very lucid survey of the constitutional frame- 
work, and I have no doubt, will prove greatly useful to the jurists 
as well as to the students of Indian political history. 


Bisheshwar Prasad. 



REVIEWS OF BOOKS 


105 


World Economic Survey, 1938-39. 

The League of Nations’ World Economic Survey, 1938-39, 
was completed on the eve of the outbreak of hostilities in Europe. 
It covers events up to the beginning of August, 1939, and thus 
presents a picture of the world economic situation up to the date 
of the beginning of hostilities. During the first months of 1939 
the world was making a rapid recovery from the major depression 
with which it had been threatened in the first half of 1938. This 
rapid reversal of economic conditions may be ascribed in part to 
financial measures taken in the United States of America and 
in other countries in order to stimulate the lagging demand lor 
goods and services. Hut in the main it was due to increased ex- 
penditure on armaments and war preparations. 

This issue— -the eighth in the series — includes a number of 
sjiecal studies. One chapter, for example, is devoted to a study 
of the economic effects of recent changes in the trends of popula- 
tion. 


A second chapter studies the problems of public finance, and 
examines the extent to which the costs of rearmament have eaten 
into the national incomes of various countries. 

The concluding chapter, entitled “ The Economic Effects of 
War, Rearmament and Territorial Changes ” summarises the main 
theme of the volume. Economic destruction in Spain and China 
and the reduction in the standard of living in Japan as a result 
of war; the economic effects of the lerritoral expansion of Ger- 
many; and the greatly increased intervention of the State in eco- 
nomic affairs for the purposes of national defence; — these are the 
main subjects of the chapter. In various other chapters the grow- 
ing importance of political tension and of rearmament is emphasised 
in their effects on economic activity, on world trade, on hours of 
work and the demand for labour, on budgetary and monetary 
policies, and on commercial relations between the nations. The 
work on the whole is highly informative. 

R. G. B. 

The Board of Efomomtc; Tnoutky. Punjab. Publication No. 63 
—Farm Accounts in the Punjab, 1936-37. By Labh Singh 
and Ajaib Singh. 

This report is the thirteenth in the series of Farm Accounts. 
As before, the volume is divided into two parts: (1) Farm Accounts 
and (2) Costs of various methods of well irrigation. Certain 
changes in the method of presentation of the subject-matter have 
been introduced in the present report with a view to facilitate 
comparison. The work as usual maintains its high standard of 
efficiency. 

F. H 
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We have been asked by the Editor of the Modern Review to 
review the December, 1939, Number of the Review. W^e are glad 
to notice that the Modern Review continues to maintain its high 
standard of journalistic efficiency and is in our opinion an excel- 
lent monthly. We always look forward to its coining and have 
always found it interesting and educative on most of the living 
topics of the day. 

B. G. B. 


The Boakd of Economic Enquiry, Punjab. Publication No. 64, 
Relationship between Fertility and Economic and Social 
Status in the Punjab. By S. P. Jain, M.Sc. 1939. Price 
annas eight. 

The Board are to be congratulated on undertaking this new 
line of investigation. Mr. Jain has broken entirely a new ground 
in India. As observed by him such studies have been carried out 
in European countries but so far none was available for any 
j: art of India. 

Within the limitations imposed upon them by the investigators 
tliernsclves the Inquiry is both comprehensive and thorough. But 
we may be allowed to point out that the dtita selected do not 
admit of yielding any dependable results regarding the relation- 
ship of fertility and economic and social status, and that because 
the classes selected could not be classed as really of distinct social 
and economic status. 

Section 5 contains the results of the study and shows that 
fertility increases slightly with the rise of economic status. Mr. 
Jain has divided the people into six classes, leaving aside for the 
moment the Professional and the menial classes. In this classi- 
fication the Lower Agriculturist (III) and the Lower Non-Agri- 
culturist (VI) are those whose income is below Rs. 200 per annum. 
Middle class is that which enjoys an income of Rs. 200 to Rs. 400 
per annum. Upper class consists of those who have income above 
Rs. 400 per annum. Here if we notice any increase of fertility 
from the Lower to the Middle and the Upper, then it can directly 
he attributed to better feeding, better clothing and better conditions 
of living. To my mind, socially all the various classes belong to 
the same category, the only noticeable point of difference is in the 
annual income. From Rs. 200 or less per annum to Rs, 400 or 
more per annum per family merely indicates pas^^ing of persons 
within the same social status from penurv and w^ant to the posses- 
sion of ordinary requisites of life. And so far as this imps one 
could a priori expect greater fecundity and greater survival rate 
with fuller food, clothing and so on. And it is thus which the 
investigation brings out clearly and inductively. 
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Confined as the investigation was to rural areas, it could 
hardly be expected to bring out those marked influences of social 
stratification or fertility and .other allied problems which one comes 
across in the widely based studies of this nature, in the west. 
The only implication of this criticism offered by me is that 
we cannot draw any far-reaching conclusions from this investi- 
gation. But this does not direct its importance as a laudable and 
very successful investigation first of its kind in India. We con- 
gratulate the Board and Mr. Jain again, and hope that the investi- 
gations on wider basis will now be taken in hand. 

B. G. B. 
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PART II 


THE SOCIOLOGICAL ELEMENTS IN PRICE 
ECONOMICS 

BY 

Radiiakamal Mukehjee 

Economic technology and price economics as bequeathed 
by Ricardo and Mill form the principal subject-matter of 
economics treated in a manner which still indicates a stronger 
filiation to physics or mechanics than to biology and the other 
social sciences. The scope of price economics is defined 
by marking oil an economic sphere from the general, social 
and institutional life including only those phenomena on the 
criterion of their having a price or of their relevancy to ex- 
plaining prices. Its test of analysis is the marginal method, 
which has been used for the examination of the price-making 
process, of the conditions of equilibrium of separate prices 
and of prices in general both of commodities and services. 

The marginal or differential method, with the use of 
the equilibrium theory as a hypothesis, suits very well the 
explanation of phenomena and relationships of prices and 
values when these are abstracted from the general social 
forces and trends for isolated scientific analysis, such ab- 
straction being regarded as a postulate on account of the 
prevailing systems of competition and ownership, and the 
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supposed mobility of labour and capital. Suffice it is merely 
to mention here the laws and doctrines that have been 
formulated in. thi6 sub-field — the theory of value and its 
derivatives, the theories of rent, wages, profit and interest 
and capitalism, the theories of productivity and income and 
the theory of economic cycles. Many of these are described 
in later classicism as natural ^‘laws” dealing with quasi- 
automatic, self-regulating forces of the material world whose 
functioning is not much deflected by the human factor or 
the social situation. Even Pareto in his sociology, com- 
prehends the factors dealt with by economic theory as the 
major element of his category of ‘iogical action”, which 
also includes the technological and the ""Machiavellian” type 
of political action. 

The Social Basis of Activity and Value. 

The classical and neo-classical theory of value postu- 
lates the ""economic man” with his self-interest, his utilitarian 
calculus and his personal liberty in consumption. The 
theory of value shows the relationship between the arrange- 
ment of scarce means and the pursuit of any set of ends 
which the individual is ])ostulated to deliberately seek alone 
with an unusual endowment of foresight and in isolation 
from h's living connection with society and the ideal world. 
Any social science, excluding economics, tells us, however, 
that man’s ends are not individual but social; nor do these 
ends elicit endeavours singly, but these arc integrated in a 
complex system of ends. Many ends again are derivative 
and instrumental; others are intrinsic and universal. The 
satisfaction of these latter social and universal ends is just 
as much a consumt^r’s satisfaction as the consumption of 
food and other necessaries of life and it arises equally from 
the distribution of scarce means between altt'rnalive uses. 
Tht‘ state control of food supply during a war illustrates how 
production aimed at the satisfaction of social ends or the 
control of the r^^lations of these ends and all others, cannot 
possibly be treated by a theory of competitive adjustment.^ 

^ E. F. M., Durbin. “The Social Significance of Theory of 
Value.” Economic Journal, December, 1935. 
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A chronic food shortage or famine requiring a re-arrange- 
menl of the scarce factors demanded by social ends which 
may be in conflict with that required by the individual ends 
similarly produces a new economic calculus. Again, society 
controls the sale of drink and obscene literature, commer- 
cialised recreation and military service requiring the produc- 
tion of these goods and services to stand in a diilerent 
quantitative relation from that established under conditions 
of free competition. Ihe quantitative relations of services 
is altered in diilerent social situations, and by divergent 
cultural patterns. Sex-satisi action is invested with a price 
in the market not merely in prostitution but also in the 
accepted family ethics, when nature establishes a disparity 
of the proportions of sexes or the group regulates the circle 
within which alone marriages can take place by restrictions 
of endogamy, exogamy aild hypergamy. Dowries and groom 
prices are influenced both by natural sex-proportions and 
social standards. Man's ends could only be satisfied within 
the limitation set got merely by the scarce means of nature 
but also by social ends and group standards. These latter 
affect all economic calculuses and ends. 

The develo])ment towards socialism and collectivism 
implies that we cannot isolate a sphere of economic life 
peculiarly suited to a particular set of ends. Where state 
control does not regulate or select the relations between ends 
and resources, it is group life, customs and institutions which 
determine at every point the allocation of man’s limited 
resources, and the combination of goods and services which 
he prefers. Thus the value of the marginal products of 
mobile resources is influenced at every point by social and 
institutional norms and preferences. Without an insight into 
the methods and principles of collective choice and into 
the integrated system of ends of a community the theory of 
value will be inadequate. The individualistic outlook of the 
classical theory and the doctrine of marginal utility disre- 
gard the reality of man’s relations with the society, which is 
a pre-condition of both values and efforts, and which regulates 
the production and economic calculus according to an inte- 
grated system of values evolving in the process of social 
selection and survival. Values thus are essentially social 
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supposed mobility of labour and capital. Suffice it is merely 
to mention here the laws and doctrines that have been 
formulated in this sub-field — the theory of value and its 
derivatives, the theories of rent, wages, profit and interest 
and capitalism, the theories of productivity and income and 
the theory of economic cycles. Many of these are described 
in later classicism as natural ‘^"laws” dealing with quasi- 
automatic, self-regulating forces of the material world whose 
functioning is not much deflected by the human factor or 
the social situation. Even Pareto in his sociology, com- 
prehends the factors dealt with by economic theory as the 
major element of his category of ‘'logical action”, which 
also includes the technological and the “Machiavellian” type 
of political action. 

The Social Basis of Activity and Value. 

The classical and neo-classical theory ol value postu- 
lates the “economic man” with his self-interest, his utilitarian 
calculus and his personal liberty in consurn])lion. The 
theory of value shows the relationship between the arrange- 
ment of scarce means and the f)ursuit of any set of ends 
which the individual is postulated to deliberately seek alone 
with an unusual endowment of foresight and in isolation 
from Ins living connection with society and the ideal world. 
7\ny social science, excluding economics, tells us, however, 
that man’s ends are not individual but social; nor do these 
ends elicit endeavours singly, but these are integrated in a 
complex system of ends. Many (mds again are derivative 
and instrumental; others are intrinsic and universal. The 
satisfaction of these latter social and universal ends is just 
as much a consumer’s satisfaction as the consumption of 
food and other necessaries of life and it arises equally from 
the distribution of scarce means between alternative uses. 
The state control of food supply during a war illustrates how 
production aimed at the satisfaction of social ends or the 
control of the r^'lations of these ends and all others, cannot 
possibly be treated by a theory of competitive adjustment.^ 

^ E. F. M.. Durbin, “The Social Siirnificancc of Theory of 
Value.” Economic Journal^ December, 1935. 
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A chronic food shortage or famine requiring a re-arrange- 
merit of the scarce factor's demanded by social ends which 
may be in conflict with that required by the individual ends 
similarly produces a new economic calculus. Again, society 
controls the sale of drink and obscene literature, commer- 
cialised recreation and military service requiring the produc- 
tion of these goods and services to stand in a diiferent 
quantitative relation from that established under conditions 
of free competition. The quantitative relations of services 
is altered in diiierent social situations, and by divergent 
cultural patterns. Sex-satisfaction is invested with a price 
in the market not merely in prostitution but also in the 
accepted family ethics, when nature establishes a disparity 
ol the propoj tions of sexes or the group regulates the circle 
within which alone marriages can take place by restrictions 
of endogamy, exogamy and hypergamy. Dowries and groom 
prices are influenced both by natural sex-proportions and 
social standards. Man's ends could only be satisfied w ithin 
the limitation set got merely by the scarce means of nature 
but also by social ends and group standards. These latter 
affect all economic calculuses and ends. 

Ihe development towards socialism and collectivism 
implies that wt' cannot isolate a sphere ol economic life 
peculiarly suited to a particular set of ends. Where state 
control does not regulate or select the relations between ends 
and resources, it is group life, customs and institutions which 
determine at every point the allocation of man’s limited 
resources, and the combination of goods and services which 
he prefers. Ihus the value of the marginal products of 
mobile resources is influenced at every point by social and 
institutional norms and preferences. Without an insight into 
the methods and principles of collective choice and into 
the integrated system of ends of a community the theory of 
value will be inadequate. The individualistic outlook of the 
classical theory and the doctrine of marginal utility disre- 
gard the reality of man’s relations with the society, which is 
a pre-condition of both values and efforts, and which regulates 
the production and economic calculus according to an inte- 
grated system of values evolving in the process of social 
selection and survival. Values thus are essentially social 
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products and relations, though the individual is relatively 
independent and unique as the economic agent. Economic 
values arise out of quantitative relations in the integrated 
system of ends whose satisfaction is limited by nature, time 
or social choice, price being only a pointer reading. The 
chief principles, which underlie the valuation process, are 
not marginal utility, nor the marginal productivity of re- 
sources, but the equilibrium of the tliree orders of social 
norms as the invariably antecedent sociological datum. It 
is the force of the social norms, which underlies the sub- 
jective estimates of value in the market or the forces of 
demand and supply. The economic theory of value and 
prices needs to be assimilated to sociology by the extension 
and variation of the normative and institutional postulates, 
and freed from the mechanical outlook of the abstractive, 
neglective procedure of Ricardo and Menger. 

The Social and Psychological Postulates of Classicism 

f 

Apart from the fact that classical economic theory fails 
to comprehend the reality of the social process, and includes 
several postulates of the freedom of the individual as a self- 
sufficient, rational and independent creature, which are not 
tenable, it bridges the gulf between the individual’s freedom 
and nature’s determinateness by standardising the market 
process and regarding the social traditions and technical in- 
stitutions of the heyday of capitalism in Europe as the norm. 
A very particular phase of social evolution was regarded as 
absolute something like the matter, energy or either of the 
natural sciences. 

Free competition, mobility of labour, private property, 
social tradition and technical equipment that guarantee 
mobility whenever the market process demands, all these are 
psychological and social postulates which transform an arbi- 
trary subjective preference of means and ends in individual 
bargaining transactions into exact and measurable laws and 
relations of exchange. The laws and relations would be 
“exact” in so far as the psychological and social postulates 
might materialise in a concrete society. In fact, the laws of 
exchange have the same empirical character as the laws of 
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history and social development with which the former are 
interlaced. It is the logic of sociology which will, therefore, 
determine the degree of probability of the so-called exact 
laws of exchange. 

Custom gives its Meaning to Exchange Relations 

The family order in savage society, the village communal 
and guild ^slem in India and China, the feudal organisation 
in medieval Europe and the collective system in Russia, all 
establish an authoritative general scale ol preference under 
which labour, properly and the exchange system work. In 
classical economic theory instead of the authoritarian system 
we have a hypothetical norm which secures some kind of 
‘iiarmony’' between the wants and activities of '“the economic 
man” in a concrete market and through time with tiie fore- 
stalled supply and demand of the future. Logically speak- 
ing in every case a given society with its custom or scale of 
preference gives its meaning and degree of probability to 
the market relations but in the case of classical economic 
theory '' the liberal society of early capitalism ” is camou- 
flaged as the general order of an economic system. With 
the classical economist the camouflage is sought to be suc- 
cess! ully maintained and the precise mathematical trend of 
economic behaviour formulated through a most unscientific 
interpretation of custom as something which is exterior to 
man. Customs and social habits are regarded as causes of 
economic friction, as barriers which deflect normal economic 
functioning, the standard of which is set by limited personal 
observation and species of introspection characteristic of the 
older Anglo-Saxon psychology. 

Custom and status should not be treated as irrelevant 
labelled as mere causes of irregularity in economic behaviour. 
These embody the living fabric of human and social values 
which guide the distribution of scarce means among the 
members in society and within which the society’s general 
scale of preference and the productive process are organi- 
cally set. To illustrate, in primitive economic life we often 
find a variety of festivals, amusements and expeditions which 
are intimately connected with the pursuits of arts and crafts, 
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the practices of agriculture and horticulture and the rearing 
of cattle* Malinowsky in his studies has shown how such 
expeditions and recreations are largely the source, ol the 
interest of the Melansioiis in life, giving zest to labour and 
making it worth while to produce. When the British abol- 
ished the custom of head-hunting it destroyed for the Melan- 
sions much of their interest in living, for with such people 
head-hunting was not merely a ceremonial exercise, accom- 
panying enterprise but was also connected with their various 
economic activities. With the loss of interest due to 
dismantlement of head-hunting the Melanesians largely 
stopped working, and depopulation of Meluncsian proceeded 
aface. In medieval feudal society, both the standard ol 
living as well as economic functions were assigned by custom 
on rigid class lines, and wealth was one of the incidents of 
status in the feudal hierarchy. Jt was class status which 
demanded not. merely the kind of special tasks such as the 
hunt, stale craft, and chivalrous pursuit for the lordly classes, 
and agriculture and handicrafts for the subject classes, 
but it also determined the kind and quality of food consumed, 
clothes worn and dwelling places lived in by the different 
social groups. 

Sombart observes, there is not one sign of love for 
economic activity throughout the whole medieval epoch in 
Europe. High days and Holy days were very numerous, for 
nearly half the year people were idle and economic activities 
were carried on no faster than was necessary to provide for 
the customary requirements of the [)eople. The feudal order 
was an orderly, harmonious and stationary society in which 
free enterprise was condemned as avarice. Prices were ap- 
proximated to a standard of fair rales and wages were 
governed by economic conventions. 

In the Eastern village communities we find a similar 
superimposition of custom and status uj)on economic func- 
tions. In the village communities, custom prescribes roughly 
a minimum standard of wages corresponding to the average 
family needs of an industrial group. For every class of 
artisans ministers and dependants of all sorts in the villages 
the plane of living is not allowed to be encroached upon by 
the forces of mere demand and supply. Status as well as 
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customary wages have all been determined according to a 
social norm which replace^s the bare struggle of living by 
an endeavour of the well-being for the individuals, for the 
occupational groups and for the community as a whole. 

In the contrasted exchange relations we have indicated, 
custom or the scale of valuation is not external to the market 
process but becomes an economic datum, deflecting prices, 
wages and i^olumes of production from the levels to which 
forces of the market might lead in the classical analysis. 

The Social Pre-suppositions of the Theory of 
Distribution 

The analysis of the distributive process and relations 
as part of the exchange system implies even more sectional 
sociological postulates whilh cannot be universally valid, 
have proved inadequate and have been the subjt'cl of much 
trenchent criticism. Neither the classical law of population 
nor the iron law^ of wiages, neither the theory of mobility and 
equalisation of wages and profits nor the theory of voluntary 
saving and changes in the rate of interest, have stood critical 
examination. There were all sociological and psychological 
'‘Middle principles” which were interpolated into economics 
without a critical analysis. Mill observes in his Logic: 
"When stales of society and the causes which jiroduce them 
are spoken of as a subject of science it is implied that there 
exists a natural correlation among thes(‘ different ehmients; 
that not every variety of combination of these general social 
facts is possible, but only certain combinations; that, in 
short, there exists uniformities of co-existence between 
the states of the various social phenomena.” These uni- 
formities are corollaries from the laws of causation, since 
each co-existing state is itself the effect of causes. The laws 
of sequence, if discovered, would give us the middle prin- 
ciples or axiomata media of sociology." Apart from the 
corresnondence which historical economics discerns between 
stages of economic development and forms of domestic 
organisation, law, polity, and ethical and religious beliefs, 


^ Compare the discussion in Ginsberg, Sociology^ Chapter I. 
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there is in a more limited field correspondence between so- 
cial distance or mobility and the disparity or equalisation 
of economic conditions and opportunities which influence 
rent, interest and profits. Classical economics accepted 
uncritically certain intermediate generalisations of sequence 
and built their theory of distribution on these. 

The growth and accumulation of capital and the ex- 
tension of the margins of cultivation do not follow in logi- 
cal sequence everywhere, but were implicated in the special 
geographical and technological background of the industrial 
revolution in England. The accumulation of capital goods 
was the social demand of an age which has not as yet for- 
gotten the prodigality of the knights and barons of the 
Middle Ages with their clientele of idlers, menial servants 
and retainers. Man must save, and invest his surplus in 
productive enterprise or employ it himself in directing 
labour to increase the instruments of production in order 
that a class of business men can arise, and the profit motive 
was rationalised as the prime mover dl the transition from 
unsound to sound production economics. Similarly the dis- 
tribution of landed interests as between the three separate 
classes, landlords, capitalist farmers and hired labourers, 
the gradual extension of cultivation to inferior zones, and 
the existence of an agricultural sur[)lus for the subsistence 
of the cultivators are all, as amply shown by critics of the 
Ricardian theory of rent from Jones and Carey to Mitchell, 
special historical conditions. Further, the classical econo- 
mic theory of distribution took into consideration only one 
phase of the problem of distribution, viz., that concerned with 
the sharing of income as between three distinctive income 
classes, viz., the landlords, the business men and the wage- 
earners to the complete disregard of the problem of distri- 
bution among individuals. Such an abstractive procedure 
was connected with the manner in which the problem of dis- 
tribution was approached by business men in England dur- 
ing the prolonged Com Law controversy. Ricardo appro- 
ached the contentious issue, debated in the country and in 
the Parliament, in the light not of the prevalent agricultural 
distress but of the incidence of the high duty on foreign 
imports of wheat on the costs of industrial production. 
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Ricardo’s theory was coloured by the irritation of the manu- 
facturing districts in England against the new scale of im- 
port duties, and the lowering of the scale which was due to 
the opposition of industrial leaders was simply a victory not 
of the laws of economics but of the manufacturing interests 
whom Ricardo represented. The Ricardian system assumed 
a conflict between the landlords and the rest of the communi- 
ty including business classes which does not hold good of all 
stages of agricultural and industrial development. The 
hostility to landed interests, characteristic of manufacturing 
England in the early part of the nineteenth century, has 
become now a part of the heritage of economic 
theory. 

Need of Recasting the Hypotheses relating to Techno- 
logy and Supply and Demand 

But once these came to be regarded as economic laws 
rather than social^^data relating to the supply of land, labour 
and capital, and the adjustments of the productive process 
in time, the process of supply and demand was guaranteed 
a stability and persistence. It is in this manner that the 
psychological postulates of the economic man and perfect 
competition were buttressed by a series of surreptiously in- 
troduced hypotheses as regards technology, social stratifica- 
tion and evaluation, nay, of social and technical progress as 
a whole. But economic maladjustments did not fit in with 
the hypothetical construction of the dynamics of social pro- 
gress, and demanded more realistic approaches. An interest- 
ing instance is afforded by the theory of non-competing 
groups, which is based on the central fact of social grada- 
tion in an industrial society and illustrates the process of 
assimilation of sociological principles into the framework 
of the neo-classical theory of wages. Similarly the classi- 
cal theory of international values has been re-interpreted on 
the basis of the recognition of non-competing groups as a 
sociological datum. Again the theory of imperfect compe- 
tition focuses attention to the conditions necessary to per- 
fect competition which were neglected by the abstractive pro- 
cedure of analysis. As a matter of fact, the present 
F. 2 
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tendency even among the neo-classical writers has been gene- 
rally to cast away the hypothetical sociological framework, 
whose existence cannot be {)roved by deductive reasoning, 
and to construct a new co-ordinate system of empirical re- 
search based on concrete realistic survey. There is a 
more rigorous definition of the conditions which are neces- 
sary to an equilibrium in order to analyse why a concrete 
situation differs and leads to a different result. The picture 
of the equilibrium as it deals with the forces in a* dynamic 
situation is also modified in order to be made into a verifi- 
able hypotheses. 

In the classical analysis it was not merely the evolution 
of the technique of production but change even in the objective 
social factors such as the systems of individual ownership and 
distribution, the growth of population and the dependence 
of the levels of wages and profits on the latter, were all 
deprived of the character of independent data and historical 
facts that must exclude deduction by general reasoning. The 
modern system of mass standardised production is such that 
the economic position of labour and consequently its free- 
dom have been considerably reduced as a result of the con- 
stant processes of substitution and the impossibility of labour 
owning the means of production. The present distributive 
system with its growing disparity of wealth and opportuni- 
ties has made it impossible for the price mechanism to secure 
the maximum aggregate welfare of the community. What 
shall be produced and consumed is determined by effective 
demand and for a considerable section of people in industri- 
al civilisation with low purchasing power the demand is not 
effective. The stratification of income groups representing 
incomes of different sizes and types and of labour and rural 
populations determining allocations of demands of goods 
and services, affects large distortions in the structure of 
production. The disparity of incomes with its sequel of 
industrial unemployment creates a hiatus between money ex- 
penditure and money returns. In a community of persons 
having unequal needs and incomes prices are not the precise 
measure of efforts and satisfactions and the correspondence 
between money cost and real cost is necessarily inexact. 
Nor does the price mechanism in a regime of free competi- 
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tion ensure under modern technological conditions the cir- 
cular flow and improvement of production of goods and ser- 
vices not to speak of its social efficiency which the orthodox 
economists postulate. 

On the supply side of labour we can hardly do justice 
to the social man whose incentives and aims of labour are 
alike governed by the family and the group by treating po- 
pulation as a process continuous with the supply and demand 
of the objective world. The notion that population automa- 
tically increases in response to demand for goods and ser- 
vices and regulates itself by external checks has become 
incompatible with modern social ideals. The experience of 
diflerent countries that a rise in the standard of comfort 
under modern conditions leads to a voluntary limitation of the 
birth-rate and that poverty and malnutrition, with loss of 
inhabiting capacity, co-exists with prolificacy, has raised the 
population problem from the economic to the social and 
ethical planes, even among the orthodox economists. In 
fact, with the spread of democratic ideas and institutions the 
notions of optimum and over population have become highly 
significant in all industrial countries along with a desire for 
regulating population policy. The economist’s outlook in 
population study is, indeed, altogether changed, the empha- 
sis being shifted from the spirit and order of the law of sup- 
ply and demand in the breeding of children and mainten- 
ance of standards of living to the means of social control of 
numbers and the aims and objects of such regulation, due 
regard being paid to the qualitative and selective aspects of 
the movement of population. As a matter of fact, the trend 
of population had long ago been found to be peculiarly in- 
capable of elucidation in terms of the law of supply and 
demand; and in fact classical economists had to turn to some 
kind of biology and study of family life and moral standards 
but their biology was wrong and their sociology even poorer. 

It was when dynamic conditions and trends were aria- 
lysed that the sociological postulates of economic and social 
progress as an automatic self-regulating process which the 
individual has to obey and which partakes of the irresist- 
able objective character of his material environment, were 
laid bare in its nakedness. 
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The distinction between the stationary and dynamic 
equilibrium illustrates the assimilation into the traditional 
economic theory of the cumulative eliects of changes in time 
of human numbers, land and the state of the arts of produc- 
tion, the two latter changes being given less prominence. 
The eighteenth century norm of the natural order limited the 
search for order in changing social phenomena to the condi- 
tions imposed by fixed external nature and basic^ly fixed 
original nature of man. An unchanging frame-work of 
private property and the free exchange and competitive sys- 
tem defined the course of social change, which was always 
reduced to the level of the individual, the starting point as 
well as the goal of classical economic theory. Ricardo did 
appreciate the economic influence of changing social pheno- 
mena but as he proceeded with the analysis of the chang- 
ing economic world with the help of the Malthusian Law of 
population increase and the accumulation of capital as a 
subordinate, the whole abstractive procedure became a single 
factor explanation not to speak of the rigidity of his laws 
conceived as timeless and generally independent of human 
institutions and evaluations. The moving economic reality 
was distorted when only one factor, viz.y population, was 
considered as implicating the new situation without an ade- 
quate consideration of the changes in the relations between 
the social and individual phenomena assumed by him as 
fixed. Many of the explanations of business cycles in recent 
times similarly commit the error of positing the changes of 
only one factor to which all the other factors making for 
cyclical oscillations are subordinated. Here, again, the ap- 
proach to dynamic economics as a modified static scheme 
hardly takes into account the economic whole situation.” 
Significant changes of the theory of equilibrium in the later 
classicism also illustrate attempts to reach general trails of 
changes not merely in one particular economic phenomenon 
in the course of time but also in the relations among various 
economic phenomena. No lonpr are the simple conditions 
of perfect and stable equilibrium and the uniformity and 
rigidity of human behaviour in a closed system posited. 
Both the environment with its technological elements as well 
as patterns of economic behaviour are presented as chang- 
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ing in interdependence with one another in the system of 
dynamic economics. 

In the dynamic economic analysis one does not derive 
the social from tlie individual by linking the various social 
phenomena such as wages, profits, interest, amount of capi- 
tal, number of factors and every factor in the concrete eco- 
nomic situation with the individual behaviour as the ante- 
cedent datum. Such features of economic life as are treated 
as self-evident in static economic theory as the equality of 
prices and the mobility of labour and capital are relics 
of the older atomism and utilitarianism. The kernel of 
static economics is thus characterised by Kuznets : '' The 

decomposition of social phenomena into the individual acti- 
vities which determine them, the demonstration that the 
various phenomena are all inter-connected through this indi- 
vidual activity and are marked by persistent characteristics 
in the variety of their concrete manifestations — this analy- 
sis is the essence of static economic theory.’"^ In the dynamic 
economic analysis "^here is emerging the larger sociological 
view that the social process and not individual behaviour is 
the datum. Thus individual behaviour becomes only one 
of the factors in social change and this also is regarded as 
socially conditioned. The analysis of social phenomena, 
and their mutual relations in a changing total situation 
would no longer be reduced to the level of the individual, 
whose motives and behaviour are no less plastic and 
mobile. 

Thus, the picture of equilibrium would deal with the 
congeries of social phenomena and of their changing rela- 
tions and be construed not as a finished sketch of the actual 
world but would be inevitably modified as the forces which 
are at work in the actual world develop and bring about 
through their cumulative and reciprocal effects a new "Total 
situation. ’ The picture of the equilibrium is what Max 
Weber would call an ideal construct and the fuller develop- 
ment and refinement of the theory present not only a careful 
statement of the conditions necessary to equilibrium but also 


^ “Static and Dynamic Economics” in the American Economic 
Revieiv, September, 1930. 
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the reasons why concrete situations are different producing 
different results. 

Yeblen’s Theory of Institutional Genesis and Change 

But it is socialism as well as institutional economics in 
America through their complete departure from the concept 
of equilibrium and their shift of interest from the*value and 
distribution which marked a more striking break between 
the traditional static and dynamic economics. The Marxian 
analysis of economic change implicated in the institutions 
of ownership and social classes in capitalistic society showed 
a broader understanding of the interdependence of the vari- 
ous social phenomena and of social progress as a whole than 
classical economics has reached even at its best. In fact, the 
Marxian interpretation contributed* in the largest measure 
towards the breaking away from static economics. Veblen's 
theory of institutional change showed a greater impress of 
the later biological and psychological sconces than histori- 
cal materialism. While with Karl Marx the lever of econo- 
mic change is class-antagonism, arising out of a rational cal- 
culation of divergence of interests, in Veblen it is social 
conditioning. The cleavage in modern industrial society is 
due, according to Veblen, not merely to the institutions of 
ownership and individual accumulation of wealth served 
through the price system but also to contrasted “ habits of 
life and thought ” or cultural patterns of the various classes 
according as they are habitually pre-occupied with the 
machine or business enterprise. While Veblen regarded the 
sociological and psychological analysis of the economic clas- 
ses in Marxism as too inadequate and abstract, he also ac- 
cepted a philosophy of history far different from that adopt- 
ed by classicism. With Veblen, civilisation is a continuous 
conflict between the predatory and the industrious, which 
has assumed different phases with the evolution of the social 
structure and the industrial arts. The pirate chieftain of 
one epoch becomes the captain of industry of another; the 
robber baron levying upon peaceful trade becomes the finan- 
cial magnate. Alvin Johnson well observes: '' The profits 
of high finance which orthodox economics imputes to the 
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function of efficient organisation of factors of production and 
which Marxian economics treats as a deduction from the 
product of labour are to Veblen the usufruct of a rich and 
versatile industrial technique developed out of ancient germs 
by the proficiency of modern science.” Veblen showed a pro- 
found understanding of social psychology in estimating the 
influence of attitudes and habits of life and thought along 
with ‘‘ selfish calculating class interest” in bringing about the 
historical '‘movement. He observes '' while class interest 
may count for much in the outcome, this answer is plainly 
not a competent one, since, for one thing, institutions by no 
means change with the alacrity which the sole efficiency ol 
a reasoned class interest would require.”^ Men’s habits ol 
life and behaviour, Veblen had the keen eye of a social 
scientist to see, are the outcome of long conditioning, and 
are of too pervading a character to be ascribed to the in- 
fluence of a late or brief discipline.” Man’s behaviour 
changes due to a drift of habituation ” rather than a dis- 
passionately reasoned adaptation of conduct to the circum- 
stances of the case. Thus, it is not Marx but Veblen who is 
right in the analysis of the mechanics of social change, which 
is effected less through a selfish calculating class interest ” 
in respect of ownership, production and distribution and 
more through a change of the propensities and attitudes ” 
in the classes carried over from the past. Finally, with 
Veblen are introduced for the first time into economics 
Drawinian ideas of the selection and survival of institu- 
tions and patterns of behaviour. Institutions are habitual 
methods of carrying on the life of the community in contact 
with the material environment in which it lives. The evolu- 
tion of social structure has been a process of natural se- 
lection of institutions. Social structure changes, develops, 
adapts itself to an altered situation, only through a change 
in the habits of thought of the several classes of the commu- 
nity; or in the last analysis, through a change in the habits 
of thought of the individuals which make up the community. 
The evolution of society is substantially a process of mental 
adaptation on the part of individuals under the stress of 


The Place of Science in Modern Civilisation, p. 314, 
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circumstances which will no longer tolerate habits of thought 
formed under and conforming to a different set of circum- 
stances in the past.”'^ It is true that‘Veblen in his treatment of 
economics, as a branch of biology, did not define the nature 
and significance of economic institutions, and how these dif- 
fer from other institutions or prevalent habits of thought, 
how other institutions govern or modify ranges and types of 
economic habits and conduct, and, again, how all institutions 
and patterns of behaviour form a complex and integrated 
whole. Yet his conception of the dynamic character of the 
social structure, of the prevalent or dominant types of atti- 
tude and aptitudes, of social relations, habits of life and 
temperament of the individuals, showed a great extension and 
deepening of dynamic social considerations in economics. 
Thus his criticism of older economics is well justified. For 
all their use of the term ‘dynamic” neither Mr. Clark nor 
any of his associates in this line of research have yet con- 
tributed anything at all appreciable to a theory of genesis, 
growth, sequence, change, process, or the like, in economic 
life.” 

J. M. Clark suggests that if the mechanical connota- 
tions of the term dynamic ” make it seem appropriate to 
limit it to quantitative changes, then the more qualitative 
changes stressed by socialistic and institutional schools 
such as the development of the basic legal institutions of 
property, personal liberty and contract, of forms, of busi- 
ness organisations and of competition, or dynamic changes 
or long-run evolution in human nature itself, may be called 
evolutionary. As a matter of fact, Veblen did consider that 
economics stands in need of rehabilitation by following the 
evolutionary method and laid down its major premises, 
labelling the orthodox economics as ’ taxonomy.’ Evolution- 
ary economics dealing with changes of social phenomena in 
their totality and in their mutual changing relations must 
come into grips with standards of social choice and ultimate 
values. Clark draws attention to old evaluations and judg- 
ments carried over unconsciously into fields of dynamic eco- 
nomics where different conceptions are called for. Utilita- 


Theory of the Leisure Cleiss, page 192. 
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rian standards of evaluation persist, despite the fact that 
they are based on a static view of human nature and should 
be radically modified or superseded when a dynamic view is 
adopted. Private property is too often judged as if it were 
a fixed unit character instead of an evolving thing. The 
student may easily fail to recognize that the concept of 
capital as a self-replacing fund of material means of produc- 
tion is static concept and needs to be broadened into a 
whole family of related concepts for purposes of dynamic 
study. Here discrepancies between savings and investment 
in capital goods may be vital to a theory of cyclical move- 
ments, while pecuniary yield and physical productivity may 
be well-nigh divorced from one another. Criteria of evalua- 
tion and judgment need to be searchingly scrutinized to see 
that they are not invalidated by implicit static assumptions.^’ 
As industrialism advanced and technology was revolu- 
tioned the breaks and discontinuities in the srphere of produc- 
tion and distortions in the spheres of exchange and distri- 
bution challenged if resh reconstruction of dynamic economic 
theory. The process of substitution, the cause of wide- 
spread unemployment, led to organised unionism and col- 
lective bargaining, which deflected wages from the calcul- 
able level. The development of monopoly, a result of the 
increasing risks to capital goods, has created new problems 
of prices and distribution which overstep occupational and 
national boundaries and belie the smooth and calculable 
circular economic flow. The later classicism assumes the 
possibility of a particular source of supply being confronted 
by a downward sloping demand curve in the case of absolute 
monopoly. It is however now realised that the phenomenon 
is far more wide-spread than has been commonly supposed 
or implied and the chief basis of this claim is actual observa- 
tion. The phenomenon occurs so frequently that it has sug- 
gested recently the doctrines relating to imperfect competi- 
tion, If imperfect competition, decreasing costs and 
the absence of a stable equilibrium in the general level 


J. M. Clark, '‘Statics and Dynamics” in the Encyclopcedia 
of the Social Sciences: also “Accomplishments and Prospects of 
American Economics.” 
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of output as a whole be recognized, the psychological 
theory becomes a valid explanation of trade cycle 
phenomena without reference to miscalculation or mal- 
adjustment in organisation. An optimistic or depressed 
mentality, which leads to tlie choice of a higher or lower 
level of equilibrium of the industries, is governed by 
group influences, that thus enter into the structure of 
the market and prices. The psychology of different 
types .of entrepreneurs and bankers, which fights" the now 
normal discontinuity and immobility of the forces of the 
market, the peculiarities of industrial technique and orga- 
nisation which effect large and discontinuous changes in the 
use of the resources of labour, capital and machinery, the 
gesture of the financiers which influences the rate of interest, 
the hoarding and investment of capital and the large and 
sudden changes in industrial expectations, all these repre- 
sent new social factors in economic development as a whole, 
which dynamic economic theory has to reckon with. 

In the various theories and hypotheses of business 
cycles, whether there is a stress of weather influences or men- 
tal attitudes of the bankers and the entrepreneurs, or, again, 
of the factors of technology, the system of distribution and 
high finance, the sociological whole situation ” outlook is 
clearly emerging. Movements of output, prices and credit, 
all act cumulatively in both directions and are often inter- 
laced with one another as well as with the inequalities of the 
distribution of wealth, prosperity, privilege and economic 
power. The dynamic economic theory is ultimately concern- 
ed with the totality of conditions which determine the equi- 
librium of the level of output as a whole in contradistinction 
to the particular equilibria of each industry which are deter- 
mined by the demand and cost conditions of each. In a 
recession many particular disequilibria may be set up, but 
the leading characteristic is a general cumulative running 
down of activity. It is the failure to understand precisely 
what factors determine this general equilibrium of output as 
a whole that is also responsible for perplexities concerning 
movements away from it or changes in it. The general 
equilibrium of output could be studied only with reference 
to the industrial whole situation.” It is subject to varia- 
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lions inherent in the modern economic and industrial process. 
Agricultural fluctuations connected with meteorological 
cycles tend to promote pulses of stimulation and depression 
of industries. Piatt Andrew observes in this connection; 

One cannot renew the past forty years without observing 
that the beginning of every movement towards business 
prosperity and the turning point towards every business 
decline v^as connected with the outturn of crops.” There is 
also a self-renewing rhythm in the real costs of production 
in the mechanical-technic processes in general. During the 
later stages of a depression there is a cumulative increase of 
the efficiency of labour, a progressive writing off of inflated 
capital charges and a progressive overhauling of methods of 
technique and organisation which breed renewed activity. 
On the other hand, during the later stages of a boom there 
is a progressive recourse to inferior instruments of produc- 
tion, a progressive utilisation of over-tired and recalcitrant 
labour, wasteful methods of management, and inferior 
business leadersh?|), which ultimately breed collapse. The 
principle of acceleration, which is adopted by many cycle 
theorists and is especially made familiar by J. M. Clark, is 
an illustration of one of Tarde’s famous laws of imitation 
and sympathetic resonance. The process of acceleration 
(intensification) consists of a disproportionate increase or 
decrease of stocks and working capital, the rate growing or 
decreasing with the stage of production. 

Again, investments in the fixed instruments of produc- 
tion and transport which are large and expensive are dis- 
continuous and these also exhibit some connection with 
discoveries and inventions that have their spells. Robertson 
in a succinct analysis of the causes of trade cycle refers also 
to certain legal and social features of the economic system 
which })romote instability of prices and output. Competition 
aggravates miscalculation and consequently the violence of 
the trade cycle. The w^age system leads to a real disharmony 
between the interests of employing class which dictates the 
course of production and those of society as a whole. The 
present systems of private property, ownership and distribu- 
tion of wealth engender a chronic tendency to oversaving, 
manifesting itself during the boom in the construction of 
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more instruments than will be able ultimately to ilnd 
remunerative employment, and during the depression in, 
among other things, a piling up of idle bank-balances. 
Professor Keynes stresses this disharmony, and also attributes 
this to the fact that men’s savings periodically exceed their 
investments, i.e., the money represented by these savings is 
hoarded in the banks or elsewhere and so wasted.” He 
pictures the economic misfortune which overtakes a* banana- 
growing commonly which wastes its medium of exchange by 
a somewhat similar process.' Wilhelm Ropke rightly points 
out that over-saving is an essentially dynamic concept not a 
static one. It is also a sociological concept. During the 
up-swing of a cycle, there is a general rise of incomes which 
corresponds to the increase of the social net product made 
possible by the mobilisation of idle productive resources. 
Upto a certain point consumption and* accumulation, reckoned 
in absolute figures, both rise without any visible strain. 
This is a factor which is irreconcilable with the whole trend 
of post-Bohm-Bawerkian theory of capital, which is 
individualist, and abstractive and treats consumption and 
accumulation as strict and absolute alternatives. Further, 
writers like Francesco Vito urge that the increase of the 
entrepreneurial form of capital formation and a general 
change in the social structure of incomes which is character- 
ised by an expansion of profits and other variable incomes 
relatively to the less variable incomes, and which is there- 
fore equivalent to a rise of the incomes more likely to be 
saved rather than spent, are one of the major causes of the 
boom. The assumption of social stratification and of its 
effects on saving and expenditure is derived from sociology. 
The remedy proposed is to increase the purchasing power 
of the wage-earner, whose desire for necessaries and comforts 
is held to be steadier and more elastic than the desire of the 
rich for luxuries.^ Here also we are faced to face with 
changing data of institutions and norms of social welfare 


7 Keynes, A Treatise on Money, Volume, I, pp. 176 — 8 . 
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and harmony which are being assimilated into the corpus of 
economic theory. 

Introduction of Sociology into Dynamic Economic 
Theory 

In the study of credit and trade cycles, then, we find 
an appreciation of the sociological total situation ’ in the 
following: (1) the stress of ecologic unstability as influenc- 
ing agricultural and industrial output; (2) the recognition of 
an automatic and self-renewing rhythm in the mechanical- 
technic equipment and structure of modern industry built on 
the foundations of a changing social-legal frame-work of 
laws and recognised freedoms; (3) the appreciation of the 
eff ects of social gradation and the social structure of incomes 
on saving and expenditure;* (4) the analysis of social, eco- 
nomic and psychological factors in close actiorl and interac- 
tion and the conviction that the isolation of the business 
aspects falsifies the* true causal relations and (5) the 
historical perspective that the modern structure of business 
and industry with imperfect competition and monopoly, 
unemployment of labour and risks to capital and domination 
of the motives of seeking profit and economic power are all 
features of a specific historical order and phase of economic 
organisation in Western Europe. Thus modern dynamic 
economic theory is based on the ground plan of technologi- 
cal, institutional and psychological data. The chain of 
analysis of the economic process should, therefore, be inter- 
preted at every link by a sociological examination of both 
causes and results. The timidity and optimism of business 
leaders whose miscalculations create a great wave of 
erroneous judgment ” depend upon domestic political un- 
certainty and international friction which may warp their 
judgments and accordingly aggravate the violence of the 
trade cycle. The loan policy of banks and currency policy 
of governments are also largely deflected by political 
considerations and by social policies, with reference to 
expenditure on public works for mitigating unemployment. 
The social distance between the rich and the poor perpetuates 
a chronic disharmony between the interests of the employers 
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and of society as a whole, which normally leads to unstabilily 
of prices, output and employment, while the formation of 
trusts and combines often aggravates it. The entire social 
and industrial structure with its unequal distribution of 
wealth and freedoms, promotes excessive saving and ac- 
cumulation of capital and unremunerative investment in the 
instruments of production on the one hand and excessive 
and idle bank-balances on the other. Thus certain insepar- 
able social features of the modern industrial structure are 
connected with an automatic maladjustment between output 
and consumption, and only a fully sociological examination 
of the different phases of the trade fluctuations and their 
backgrounds can complete dynamic economic theory. 

Classical economic theory pre-su])posed a sociology 
without knowing or admitting it. Dynamic economic theory 
is reconciling itself with sociology in order to be able to solve 
the insistent problems presented by the real world, which no 
longer remains a distant ideal. Expelled by the front-door 
where Professor Robbins has recently hung up the challeng- 
ing notice of No Admission, sociology is now entering by 
t!u* backdooi, the theoretical structure of economics. 
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Gandhiji, like Sismondi, the great French economist oi 
the 18 th century, allows ethics a fundamental place in his 
economic doctrines. Ahimsa or non-violence is the very soul 
of his idea. It is a matter of unbounded faith with him, 
without which life, much less a mere economic aspect of it, 
is not worth living. It is not merely a way of communion 
with God but something which can be lived both subjectively 
and in one’s relation with the outside world. It is represent- 
ed by Gandhiji not itierely as a creed for the benefit of an 
individual but as the living basis of all civilised social 
behaviour of any people. One has to believe in it without 
any mental reservation and in all circumstances, irrespective 
of the consequences that might follow in its wake. All 
material progress has to be achieved on this basis and all 
that comes into conflict with it has to be discarded. There 
is no place, therefore, in Gandhiji’s scheme of things, for 
such an Imperial order as may result in violence by one 
country against another or for such capitalist organisation as 
may lead to violence by one class against the other. 

This is Gandhiji’s unchangeable creed which colours all 
his views on economic or social matters. Take, for instance, 
his attitude towards large scale productive organisation of 
to-day. Like Sismondi he appeals against rapid industrial- 
isation and the reckless use of machiner>^ at the inevitable 
expense of human labour. Gandhiji would oppose faclory 
organisation as it exists today, because, to his mind, it leads 
to concentration of wealth and power in the hands of the 
few and the forced unemployment of the millions. This is 
the height of violence and, therefore, Gandhiji would hav(‘ 
nothing to do with it. 
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Small Scale Industries 

In his History of Economic Thought, Haney says that 
Sismondi “ urges the restriction of invention and advocates 
steps towards giving some property to the labour. In addi- 
tion to all this there are many vague appeals to statesmen to 
try to stay the struggle for increased industrial production.” 
This is what Sismondi wrote a century and a half ago. 
Gandhiji today echoes his sentiment when he says, the big 
industries can never, they don’t hope to, overtake the un- 
employed millions. Their aim is primarily to make money 
for the few owners, never the direct one, of finding employ- 
ment for the unemployed millions.” Referring to conditions 
in India he continues to say that dead machinery must not 
be pitted against the millions of living machines represented 
by the villagers scattered in the seven hundred thousand 
villages of India.” 

Gandhiji, be it noted, is not against industrialisation as 
such or even against the introduction of machinery if it 
could employ people for all times and* in growing numbers. 
This, however, as is commonly known, is not always possible 
under the present system of industrial organisation. 
Machinery, in the initial stages of its introduction, disturbs 
the existing economic order and recklessly enough throws 
people out of employment. This happened in England in 
the initial stages of the Industrial Revolution when millions 
of workers lost their old vocations in life and sought relief 
in frequent emigrations to new colonies and far-flung parts 
of the British Emf)ire. This has, in fact, happened wherever 
industrialisation has been tried on a large scale. India is 
poor and mainly dependent on agriculture and, therefore, 
as a remedy of pressure of f)opulation on soil, rapid 
industrialisation is suggested by economists and adminis- 
trators alike. Gandhiji’s idea and plan of action, however, 
is quite different. He does not seek relief through industriali- 
sation at all. According to him, it will further increase 
unemployment in the country and make confusion worse 
confounded. Mechanisation is good,” says Gandhiji, 
‘‘ when the hands are too few for the work intended to be 
accomplished. It is an evil when there are more hands than 
recfuired for the work as is the case in India/’ 
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Urbanisation is taboo to Gandhiji which he regards as 
a bye-product of machinery. He says that ‘‘ strange as it 
may appear, every mill ‘ generally is a menace to the 
villagers.” He wants people to stay on land and employ- 
ment to be taken to their very door. To this end he seeks 
the revivification of spinning wheel and indeed of all cottage 
industries in the villages, to use the idle hours of the people 
and make •them produce all their necessities of life. It is 
small industries rather than a big factory which he regards 
as the panacea for all that the country has suffered from. 
“ Industrialisation on a mass scale,” says he, will 
necessarily lead to passive or active exploitation of the 
villages as the problems of competition and marketing come 
in. Therefore, we have to concentrate on the village being 
self-contained, manufacturing mainly for use . . . and not 
as a means of exploitation of others.” Thus Gandhiji’s 
creed of non-violence would restrict both the ‘size of produc- 
tion and of the market in which it has to be sold. 

Rationalisation of Industries 

Rationalisation has often been suggested as an unfail- 
ing remedy for industrial crisis. Gandhiji’s views, however, 
are quite the reverse. He believes with the Trade Unionists 
that any attempt to economise by a more scientific and 
intensive use of machinery would result in greater unemploy- 
ment among the labourers. Here Gandhiji is at one with 
the labour supporters and some socialist thinkers in the 
West. It was estimated a year or so ago that in U.S.A. 
about 75 people were then doing the work of 100 people as 
they were employed in 1929. Rationalisation, on the whole, 
is calculated to have thrown out of employment about one- 
quarter of the employed people in U.S.A. alone during the 
last ten years or so. The same rationalisation of industries 
has been authoritatively suggested to meet the industrial 
crisis in India but there is no stronger opponent to it than 
Gandhiji’s creed of non-violence and Ahimsa. 

Machine and industrialisation has everywhere been 
accompanied by recurring crises and periods of acute un- 
employment and distress to the millions. The malady has 
F. 4 
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been diagnosed by different people in different ways. The 
socialist would suggest lack of equilibrium between produc- 
tion and distribution as the basic cause of the trouble, others 
attack the methods of production, based as they are, on 
machinery and large-scale organisation. Gandhi] i’s views 
on these crises are somewhat different as also the remedy 
which he suggests for adoption. He blames for it concentra- 
tion of wealth more than anything else, z.e., the placing of 
the whole machinery of wealth production in the hands of 
the few. Economists would cynically enough take all this 
as the inevitable concomitant of industrialisation and 
progress. Gandhiji, however, is not quite as pessimistic and 
has an alternative to suggest in village self-sufficiency which 
he regards as comparatively free from the defects of the 
present organisation. He argues that without simultaneous 
distribution on an equally mass scale the production can 
result only in ‘ a great world tragedy.” He continues : 

machinery would concentrate production in particular areas 
so that you would have to go in a roifnd about way to 
regulate distribution, whereas if there is production and 
distribution both in the respective areas where things are 
required, it is automatically regulated and there is less 
chance for fraud, none for speculation.” 

Gandhiji would not accept concentration in any form 
whatsoever. He would not have even the decentralisation of 
productive machinery through the distribution of electric 
power unless it gave a measure of real independence to the 
worker. “ It is true,” says he, that you will be producing 
things in innumerable areas, the power will come from one 
selected centre. That, in the end, I think, would be found 
to be disastrous. It would place such a limitless power in 
one human agency that I dread to think of it.” 

Gandhiji’s scheme of village self-sufficiency has no 
place for such things as relief funds or insurance against 
unemployment, both of which he rejects as falling far short 
of the actual needs of the people as also degrading in their 
after-effects. Gandhiji’s sole concern is to reinstate man in 
the position he held before the advent of machine. He 
wants man to be the owner of his business, working in his 
own home and producing in a self-sufficient village most of 
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the necessities of his life. There is,” writes Gandhiji, 
to be no competition foredoomed to failure, with foreign 
or swadeshi corresponding articles. The villagers are to be 
their own buyers. They will primarily consume what tliey 
produce. To quote him ‘‘ when production and consump- 
tion both become localised again the temptation to speed 
up disappears. All the endless difliculties and problems 
that our yresent-day economic system presents, too, would 
then come to an end. There would be no unnatural accumu- 
lation of hoards in the pockets of the few and wants in the 
midst of plenty in regard to the rest as is happening today 
for instance in America.” 

Background of Indian Facts and Figures 

These are Gandhiji’sr views in general in regard to the 
nature and consequences of modern industrialisation. Let 
us now co-relate these to India’s economic life as it is today. 
It is well-known th^t about 90% of the population in India 
is employed in agriculture and allied occupations, 10*% in 
industry and of these not more than 2 per cent are in the so- 
called organised industries. India’s main industries, as we 
know arc, cotton, iron and steel, sugar, jute, cement and 
paper, lliese arc all developed to a certain extent but the 
number of people they employ is incredulously small and 
even if they developed further to meet the entire demand of 
the country they would absorb hardly 5% of the population. 
In other countries things are quite different. In great 
Britain, for instance, as many as 80% of the people are 
employed in heavy industries, but this large percentage is 
made possible by the existence of overseas markets where 
their goods can be taken and if necessary dumped on the 
unsophisticated humanity of colonies and other backward 
parts of the world. This is a necessary corollary to large 
scale production and large scale employment of people in 
heavy industries. Gandhiji rejects all this as beinsc in utter 
conflict with his doctrine of ahimsct, and, would, even if it 
were possible resist its adoption in India. Don’t you see,” 
wrote Gandhiji once to a prominent business man, ‘Hhat if 
India becomes industrialised we should need a Nadir Shah 
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to find other worlds to exploit, that we shall have to pit our- 
selves against the naval and military power of Britain and 
Japan and America, of Russia and Italy My head reels 
to think of these rivalries. No, 1 am clear that whilst this 
machine age aims at converting men into machines, I am 
aiming at reinstating man turn machine into his own original 
estate.” Violence, in any form, economic or political, is 
thus a taboo to Gandhiji and, therefore, no scheme^of empire 
economics can ever lit in with his ethics or way of looking 
at life. 

India’s main problem, according to Gandhiji, is one of 
improving the economic status of her rural population, by 
utilising their idle time and by creating such conditions as 
would revive the old decayed industries on the one hand and 
on the other would induce people to buy nothing but swa- 
deshi goods for the encouragement of these industries. 
Everything that brings the country nearer this he would 
support and everything that drifts her away from it he would 
discard. 

Gandhiji is not opposed to machinery in every form. 
There is a place for it in his scheme of things, provided it 
serves the end that he has in view. ‘‘ The heavy machinery,” 
he says, ‘Tor work of public utility which cannot be under- 
taken by human labour has its inevitable place, but all that 
would be owned by the state and used entirely for the bene- 
fit of the people. I have no consideration for machinery 
which is meant either to enrich the few at the expense of the 
many or without cause to displace the useful labour of many.” 
This defines the limit which Gandhiji wants to recognise in 
the adoption of machinery in our industrial society and inci- 
dentally it shows him as a believer in a qualified form of 
state socialism. 

Gandhiji ’s belief in stale socialism is, however, hedged 
in many ways. He would, of course, recognise state control 
or management in basic industries but he would limit the 
slate interference in economic affairs as far as possible. 
His objections against the full-fledged state socialism are two- 
fold, Firstly, he fears that the state organisation of indus- 
tries will grow too unwieldy in size and will ultimately suc- 
cumb to the same weakness as has overwhelmed the system 
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of private capitalism, namely, the lack of equilibrium be- 
tween the production of goods on the one hand and iheir con- 
sumption by the people a*t the other end. "" Distribution,” 
in Gandhiji’s own words, ''can be equalised when produc- 
tion is localised, in other words, when the distribution is 
simultaneous with production. Distribution will never be 
equal so long as you want to tap other markets of the world 
to dispose of your goods.” State socialism however is not 
conceived in terms of local production and distribution, 
Gandhiji therefore would give his qualified support to it. 

Secondly, according to Gandhiji, state socialism would, 
by virtue of the power that it would place in the hands of the 
few people, would easily lend itself to group violence, and, 
therefore, is not acceptable to him in the extreme form in 
which it is usually presented by its exponents. 

It is obvious, therefore, that so far as Gandhiji is con- 
cerned, and so long as he wields his present 'influence with 
Congress, there seems to be no imminent possibility for large 
scale state enlerpri^ in India. Russia has an appeal for 
several people but according to Gandhiji, ^‘it is an economic 
order in which both production and distribution are control- 
led and regulated by the state. Well, it is a new experi- 
ment, and how it will ultimately succeed I do not know. If 
it were not based on force I would dote on it. But today 
since it is based on force I do not know how far and where 
it will take us.” 

Russian ways of organisation thus do not tally with 
Gandhiji’s basic creed of life, and, therefore, as has been 
seen above, would not have his ready approval. It is small 
scale industries, on the other hand, which receive his ready 
approval and under his influence would receive adequate 
support both from the state and the pieople at large. The 
present organised industries as cotton, jute, cement and sugar 
will continue as best as they can, but if Gandhiji had his way 
all state help will be withdrawn from these industries and 
they will be gradually decentralised through education of 
public opinion and the growing dislike of the peopde for 
the products of big industries. Gandhiji is, heart and soul, 
for the revival of cottage industries, for these alone accord- 
ing to him can become a source of support of India’s mil- 
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lions of unemployed people. These do not divide the peo- 
ple into rich and poor nor are they calculated to encourage 
empire mania or any other form of organised violence. 

Gandhi ji is not a socialist in the orthodox sense of the 
term but whatever he says or does is >veighed heavily in 
favour of those who are subjected to exploitation and con- 
stitute the lower classes of society. Like Saint Simon, he 
is not opposed to the institution of private property but he 
insists on its treatment as a trust from God to be worked 
and used in the interest of the people at large who are the 
real beneficiaries and not the owners who are in the posi- 
tion of trustees. He is opposed to concentration of wealth 
in all forms in the hands of a few, and would have it, in 
the Ram Raj which he seeks to establish, diffused and spread 
among as large a number as possible. Of the present indus- 
trialised countries Russia is undoubtedly the least vicious: 
it keeps riches under control and helps to improve the eco- 
nomic status of the poor. State capitalism is from all 
view-points better than private capitalism but, since its 
foundations are laid on force it will, according to Gandhiji, 
also end in chaos and anarchy. This is, therefore, to be 
shunned as an ideal to be worked for and he gives prefer- 
ence to his alternative scheme of small industries based on 
individual property and self-sufficiency of the village. 

Efficiency Scourge 

In a socialistic country the motive of profit does come 
to an end and there is obviously not much room for exploita- 
tion of one class of people by another. The profit motive is 
replaced by social organism, by a system of corporate pro- 
duction and distribution of goods in the community. The 
system is, however, indissolubly linked up with machinery 
and factory organisation which aim at efficiency and pro- 
duction on a mass scale. Gandhiji cannot reconcile himself 
to this state of affairs, for he believes with Bognor that the 
greatest scourge of our civilisation is efficiency and the quest 
for more and yet more production. Borsad has said in his 
book “ Ugly Civilisation^’ that efficiency that is quintes- 
sence of factory civilisation is the real disease which the 
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factory has inflicted upon mankind. Comfort has to be 
sacrificed at the altar of err, eat God efficiency, under socialism 
precisely as it has to be under capitalism, because the factory 
system ceases to be economic, unless it is efficient enough 
to absorb the institutional burden which is its inescapealile 
concomitant.” 

This is also Gandhiji’s view. Machinery is not taboo 
to him. He regards spinning wheel as a type of machine 
and would indeed accept machine as an instrument of pro- 
duction so long as it did not result in unemployment and so 
long as it administered to the needs of man and not become 
the be-all and end-all of his existence. 1 am not opposed 
to machinery,” he says, ‘^unless it concentrates production 
and distribution in the hands of the few, for I hate privilege 
and monopoly. Whatever cannot be shared with masses 
is a taboo to me.” According to Gandhiji, the introduction 
of machinery in the socialistic regime has to be as much 
controlled as in the^ capitalistic regime. Man must not be- 
come a slave to machine and must see to it that the ulti- 
mate values of life are not overwhelmed by the twin evils 
of efficiency and overproduction. 

Gandhiji’s approach to socialism is quite different from 
others. The socialist,” he says, that India can assimilate 
is the socialism of the spinning wheel.” The present un- 
employment, idleness of the millions will lead to bloodvshed 
and endless strife in the country and as an alternative to 
that he suggests a social order in which the spinning wheel 
will occupy the idle hours of the people and provide them 
with the necessary source of livelihood. Mahadev, Gandhi- 
ji’s chief disciple, says that ‘‘unless production is tacken on 
to a home industry civilisation and divorced from factory 
organisation, mere socialisation will throw us from the fry- 
ing pan into the fire.” 

Conception of Democracy 

Another direct corollary from Gandhiji’s belief in non- 
violence is his conception of democracy. He is not an or- 
thodox Benthamite, for, like Adam Smith he believes in the 
desirability of state interference in certain spheres of 
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national life, but like Adam Smith again, he seeks the limi- 
tation of state interference as far as possible. He believes 
wilh Thoreau that that Government is best which governs 
the least.” He regards constant state interference as the 
negation of the principles of non-violence, for he believes 
that when people come into possession of political power, 
the interference with the freedom of the people is reduced 
to a minimum. In other words, that which runs its affairs 
smoothly and effectively without much state interference is 
truly democratic. Where such a condition is absent, the 
forms of government is democratic only in name.” 

Democracy is not only a people’s government in the or- 
thodox sense of the word. It is a state which he calls Ram 
Raj in which ‘‘ sovereignty of the people is based on pure 
moral authority” and which Gandhi seeks to establish on 
the development of human personality. Everything that 
goes to suppress it, be it the state interference or the econo- 
mic oligarchy of the few, is to be shunned. ''Indian econo- 
mic independence,” he says, "means to me the economic uplift 
of every individual, male and female, by his or her own 
conscious efforts.” Be it noted, that for economic salvation 
he wants the individual to work and not to depend merely 
on state protection. Anything that is imposed from the 
above is not conducive to the real development of the mind 
and body and, therefore, defeats the very object of all 
human progress. It is for this reason that Gandhi ji is so 
emphatic on the revival of cottage industries. It will not 
only increase the purchasing power but, what is more, it 
will revitalise human personality, encourage creative genius 
in the man and bring out the very best in him. " Gandhi- 
ji,” says Mahadev, "wants to revive India of pre-factory 
age where Kabir sprang from the weaver’s caste, Tukaram 
from the peasants, Chokhamela from the so-called untouch- 
ables, Raidas from the cobbler’s caste, Gora from the potters 
and Dhanna from the carpenters.” It is said that 
machinery’s greatest evil is its standardisation. It produces 
things which are homogeneous enough and on a large scale. 
Man becomes just a link in the vast machine of production, 
to work mechanically and at the dictates of others. His 
creative genius grows rusty and he becomes a helpless tool 
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to be used in the interest of his capitalist master. Gandhiji 
wants to end this exploitation of all that is best in human 
life. He seeks to establish the independence of man by 
placing the very means of livelihood in his own hands. 

The Indian struggle for swaraj indeed is to be judged 
on this line. The present constitution may give relief from 
a kind of tyranny and coercion but will not by itself cause 
the full development of national and individual life, which 
according to Gandhiji, is not wholly dependent on the mea- 
sure of political liberty that we may possess. Even if we 
attain it we may miss it because of inertia and too much de- 
pendence on outside help. And even if we have it not we 
may find ample opportunity to develop and enrich our indi- 
vidual and corporate life albeit the many political handicaps 
in our way. That is why Gandhiji concentrates himself on 
the constructive aspects of India's national work. He 
renounced all direct connection with Congress and has 
wholeheartedly thrown himself into the uplift work for Hari- 
jans and for the spinning association and All-India village 
organisation. I admit”, he says, "'That there are certain 
things that cannot be done without political power but there 
are numerous other things which do not at all depend upon 
political power.” 

Approach to Socialism 

Gandhi ji’s ideology in fact is not far different from 
socialism. The difference, whatever it is, lies not so much 
in the objective to be attained as in the approach and the 
methods to be used in attaining that object. His aim is the 
full development of human personality but not through 
coercion or a bloody revolution, nor even through a forced 
dispossession of the rich classes of what they possess. 
His method is that of self-help, the proverbial under-dog 
making desperate efforts himself to improve the conditions 
of his life and create such an atmosphere as will be quite 
in conflict with the existence of vested interest. Real so- 
cialism,” he says, ^‘has been handed down to us by our ances- 
tors who taught: ‘all land belongs to Gopal, where then is the 
?3oundary line? Man is the maker of that line and he can 
F. 5 
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therefore unmake it.’ Gopal literally means shepherd. 
It also means God. In modern language it means the 
state, i.e., the people.” Land, according to Gandhiji, is thus, 
in origin the property of the slate and it is man’s sin that 
it got identified with individual ownership. Gandhiji, how- 
ever, would not adopt force nor even legal machinery to 
dispossess the landowners of their existing rights in proper- 
ty. He would start from the other end and help the ten- 
ants and dispossessed classes in improving their economic 
condition till they are one day restored to their original 
status. ‘‘1 have no doubt,” he says, ''that we can make as 
good an approach to it (i.e. socialism) as is possible for 
any nation, not excluding Russia, and that without violence. 
The most effective substitute for violent dispossession is the 
wheel with all its implications. Land and all property is 
his who will work it. Unfortunately the workers are or have 
been kept ignorant of this simple fact.” This sounds some- 
what mystical but it is obvious enough that Gandhiji sees in 
the revival of cottage industry a sure meens of raising the 
economic level of the people and at the same time of strength- 
ening their moral background as to enable them to achieve 
and retain the ultimate objective of full economic independ- 
ence. 

And, here one may pause and analyse the usual charge 
sheet that is brought against Gandhiji. He is dubbed as a reac- 
tionary, as one whose cult of the spinning wheel constitutes 
a dead wall against all progress and is calculated further 
to supress the already low standard of living in the country. 
Gandhiji points out a double fallacy in the usual arguments 
relating to standard of living. To begin with, he does not 
believe in the bonafides of the capitalist class. " Their 
aims,” says he, "is mainly to make money for the few own- 
ers, never the direct one of finding employment for the un- 
employed millions.” If the workers are allowed a better 
standard of living it is done merely in the interest of the 
capitalist himself. For one thing it would reduce the bar- 
gaining power of the workers. They become addicted to 
certain wants and it becomes increasingly difficult for them 
to shirk work or stay away from it as a means to coerce the 
employer. They are in a way permanently tied down 
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to their slavery though the surroundings are made 
congenial enough for them to work. They are fed properly 
as so many domesticated animals, their health is looked 
after as so much of an improved asset in the hands of the 
capitalist employer. This is but a snare for the unsophis- 
ticated worker and the only escape left for him is in the 
abolition of ownership and direction of business in his own 
hands. •This, it need hardly be said again, is made possible 
in Gandhiji’s scheme of village reconstruction. 

The second fallacy involved in the argument to which 
Gandhiji draws attention is this that improved standard of 
living in India, unless it is secured with general improvement 
in swadeshi industries, will become an instrument of incal- 
culable harm to the country. In India there is already 
enough of unemployment and misery caused by dumping 
foreign goods. If our workers’ standard of living is im- 
proved and if they are put in possession of more to spend 
on these imported goods it will simply amount to so much 
of our purchasing power being exported to other lands. 
Every pie that is spent on foreign goods in a country like 
India which imports manufactured goods and exports food- 
stuff and raw materials necessarily means throwing more 
people out of employment and causing a further decay in 
our home industries. The doctrine of raising the standard 
of living, in Gandhiji’s opinion, is thus very pernicious in 
the present state of India’s economic structure. The only 
way to help the people is to help in regaining the lost econo- 
mic independence of the village where people can consume 
mostly what they produce and can therefore lay the founda- 
tion of a system of national economy which will bring about 
an equilibrium of production and consumption on one hand, 
and a simultaneous rise in the economic level of the people 
on the other. 

Growing Population 

Closely allied to the standard of living is the problem 
of India’s ever growing population. These two questions 
are usually linked with each other: the standard of living, 
it is pointed out, can never be raised unless the number of 
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the people is in the first instance considerably reduced. Ihe 
population theme, as we know, is the pet theme with Indian 
economists though, here again, their views are in conflict 
with those of Gandhiji. 

What are Gandhiji’s views on the subject? Does he 
identify himself with Malthus or with the school of neo- 
Malthusiasm, deliberately working for the restriction of 
number of people in one way or another? Or is he a 
believer in letting the population grow, even if it is to yield 
gun-fodder to appease the hunger of military giants or as 
a means of stemming the process of decay in number among 
the cultured and civilised classes of the people? Does 
Gandhiji align himself with any of these currents in Western 
thought. The answer is in the negative, for Gandhiji’s ap- 
proach to the question is essentially India's based as it is 
on Indian ways and habits of life and on economic facts 
as they present themselves today. It is clear that there 
is no casual connection in India, as it may be in other 
countries, between fecundity and volume of income among 
diflerenl classes of the people. Gandhiji is conscious of 
this fact. He accepts it at its full value and is not prepared 
to consider it purely from the mundane viewpoint. He 
regards marriage as a sacred trust in life, a union between 
husband and wife which has its main purpose in the continua- 
tion of the human race. There is no other aim to matri- 
mony and to Gandhiji a mere sexual pleasure is taboo, as 
highly immoral in every sense of the word. Gandhiji has 
the sanction of practically all great religions of the world 
which, to say the least, are not yet spent up forces in India. 
These religions have their followings in the country and 
the cult of restricting the number of people, even if it were 
desirable on other grounds, would not be a practicable 
proposition in India. To quote from Gandhiji again, he 
says: ''Birth control to me is a dismal abyss. It amounts 
to playing with unknown forces. Assuming that birth 
control by artificial aids is justifiable under certain conditions, 
it seems to be utterly impracticable of application among 
the millions. It seems to me to be easier to induce them 
to practice self-control than control by contraceptives. 
This little globe of ours is not a toy of yesterday. It has 
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not suffered from the weight of our population through its 
age of countless millions. How can it be that the truth 
has suddenly dawned upon\some people that it is in danger 
of perishing of shortage of food unless birth rate is checked 
through the use of contraceptives?” These are, in a nut- 
shell, Gandhiji’s views on the subject. The only way to 
restrict the number which Gandhiji is prepared to recog- 
nise is abstension from marriage which is impracticable 
enough in India with her early and universal institution o£ 
marriage. Artificial contraceptions, as we have seen, he 
rejects straightaway. Therefore, it can be said that he has 
no panecea to offer so far as the problem of over-popula- 
tion is concerned. His object and his efforts are mainly 
confined to finding out new avenues of employment on land 
or in cottage industries. He is not worried either, as 
other people are, by the growing number of people as, 
according to him, the main asset of a person ’is his or her 
labour. So long as one can find a useful avenue for one’s 
labour the question* of rising population does not bother 
Gandhiji or people of his way of thinking. He says that, 
“in my system, it is a labour which is a current coin, not 
metal. Any person who can use his labour has that coin, 
his wealth- He converts his labour into cloth, into grain. 
If he wants paraffin oil which he cannot himself produce, 
he uses his surplus grain for getting the oil. It is exchange 
of labour on fair and equal terms.” 


Foreign Capital and Enterprise 

India’s industrial progress, unsatisfactory as it is, has 
been largely secured by the impetus given to it by the 
Great War, by discriminative policy in tariffs, by finan- 
cial Autonomy convention and by increasing wages and 
labour charges in England and in other western countries 
which were naturally placed in a position of disadvantage 
as compared to India’s home industries. Foreign capital 
and enterprise, however, was not slow to adjust themselves 
to the changed conditions. Instead of dumping their goods 
in India, as they did before, they brought in the organisa- 
tion and capital within the protective walls of the country. 
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A large number of foreign companies have been conse- 
quently registered as so many Indian concerns in recent 
years. They have done this in a perfectly legal manner. 
There was no hindrance in their way, and to safeguard 
them against any future attack on their interest there is a 
definite clause provided in the new constitution which will 
bar the central government from adopting such discriminat- 
ing measures as may adversely aflect the interests of these 
newly formed companies. 

Congress is naturally enough perturbed over the situa- 
tion and at the instance of Gandhi] i has passed a resolu- 
tion as a protest against the prohibitive clause and declar- 
ing the Congress attitude of combating it at the proper time. 
Gandhiji regards the power of discrimination as a necessary 
weapon in the hands of the Indians. There can be no fair 
competition between the dwarf and die giant, and to quote 
his own words, to talk of no discrimination between 
Indian and English or European is to perpetuate India’s 

bondage 1 have no doubt thut a free India will 

have the right to discriminate.” 

The strength of Gandhiji’s conviction in this matter 
will be realised by those who remember the protracted 
negotiations that he had with the Viceroy before he was 
persuaded to attend tlie second session of the Round Table 
Conference in England. He insisted on the insertion of 
the words in interest of India ” after the word ‘‘discri- 
mination’" and also succeeded in getting an admission from 
Lord Irwin that picketing of foreign cloth shops in India 
would not amount to a discrimination or against foreign 
interests in any way. 

It is not clear, however, as to how Gandhiji reconciles 
himself to giving protection to mill industry even if it is 
for the purpose of meeting foreign competition. Perhaps 
he regards this as the lesser evil of the two : at least India’s 
capital and labour will find room for employment in the 
country. Everything, indeed, that is done to support swa- 
deshi is bound to react favourably on the indigenous mill 
industry. Although Gandhiji does not approve it, he 
accepts it as an inevitable evil. He would himself, how- 
ever, work exclusively for the uplift of small industries 
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and to the big industries he would lend his support only 
when they are amenable to Congress discipline in the regu- 
lation of the prices of thej^r goods and the wages of their 
employees. 

This is the end of our review of Gandhiji’s opinion 
and his attitude towards some of the basic economic prob- 
lems of the country. This has been dealt with at some 
length not only because it breaks new ground in economic 
thinking but because it may yet be of far-reaching consequ- 
ence in the near future in the practical administration of the 
country. Indeed in the recent past, signs were not want- 
ing to show which way the wind was blowing. Candhiji’s 
views together with the facts disclosed in provincial budgets 
and the way in which political parties had shaped them- 
selves were a clear pointer to the nature of the immediate 
future that India, but for the present war, was likely i ) 
inherit. 
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Introductory 

The problem of soil erosion is a problem in human 
geography. It is a problem of keeping the country at home. 

The classical economists regarded land as the indestruc- 
tible asset of the nation. But really it is far from it. Land 
can be damaged, destroyed or dissipated, just like coal, gas 
or petroleum. Soil erosion is robbing the country of its 
wealth. Millions of acres of our productive soil are being 
ruined by over-wash. Rain is man’s best friend as well as 
his greatest enemy. Water has its own duty to discharge — 
its proper work to do. The surface flow — if it is left un- 
controlled — is a great danger. When controlled, it is a 
priceless blessing. Of course, we can never completely stop 
erosion through rain or wind. Millions of acres in the world 
have already been destroyed by erosion while many more 
millions are heading the same way. In India, erosion is 
constantly going on along the entire hill sides as well as on 
the plains below. The evil is pronounced already in the 
Punjab where sheet erosion and gullies ruin farms and culti- 
vation. Sheet erosion never ceases — especially on sloping 
areas. The cumulative effects of erosion are very serious 
in the end. “Is this a permanent country?” — this is the 
question that is now being asked everywhere in America. 
If the soils go, we go with it also. Our forests and our 
cultivated lands are being gradually washed out and they 
are adding to the debit side of our national capital account. 

* Paper contributed to the 27th Indian Science Congress, 
Madras, January, 1940. 
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The country goes to sea — that is the problem we have to face. 
Salt and mud have now become^ the centre and the circuni- 
ference of a new national pc^licy in the West. If the country 
is to remain a productive agricultural unit in the world, it 
must anchor its soil and protect it against the ravages of 
rain and wind. We must stop the farm from going to the 
sea. The soil is too good and too valuable to be lost in this 
way. The top 6 to 12 inches of the farm soil is the most valu- 
able asset of the farm. Posterity must be protected against 
human folly on the one hand and the blind forces of nature 
on the other. It is a tall order, but the job has to be done. 
It is worth doing and some one must do it. Science must 
help to bring back our runaway farms. We must recapture 
the lost soil and restore the old farms. 

The Nature of the Problem 

The erosional unbalance cannot be completely prevented 
but the erosion poleijtial can certainly be reduced, corrected 
or arrested by a well-planned policy of soil conservation. 
It takes hundreds of years to form one inch of soil. H. H. 
Bennett, the great authority on soil science, holds that it 
takes about 400 years to form one inch of the top soil. The 
average depth of the productive top-soil varies from 6 inches 
to 1 foot and this represents the farmer’s principal capital. 
This is being steadily washed out by continued erosion from 
year to year. The farm land is slowly moving towards the 
sea. This soil erosion is one of the principal causes of re- 
current floods. Erosion control will automatically help in 
flood control as well. The control of soil erosion in U.S.A. 
has forced the question to the front as a major issue in 
national life. There is politics in soil and silt and its im- 
portance is so great in the vital life of the nation that the 
problem is said to be loaded with dynamite.^ Every country 
in the West is now making frantic attempts to save the soil. 

1 Cf. Parkins and Whitaker, Our National Resources and their 
Conservation (New York, 1936). 

2 Soil Erosion as a National Menace, Circular 33 : Govern- 
ment Printing Office, Washington, 1928. Also Report, National 
Conservation Commission, U.S.A., 1909, 

F. 6 
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We, in India, have also to draw our lessons from the advanced 
countries in the West and profit by their experience, research 
and practice in order to save oi^r soil. That is our great 
asset and we cannot afford to lose it. Unless the battle 
against erosion is fought — and won — we have the desert in 
sight — looming in the distant horizon. The deserts are on 
the march and every day they are getting nearer. Our lands 
can be saved only if man and science both combine to carry 
on the fight. 

The Extent of Erosion. 

The extent of soil erosion has been carefully estimated 
in the Western countries but the estimates vary widely. It 
has been calculated that more than 513 million tons of soil 
are washed out to the sea from the American farms every 
year.*’^ The Mississippi alone is responsible for 428 million 
tons,^ A different estimate puts the annual wash-out in 
America very much higher at 1500 million tons.^' Bennett 
calculated it at 3 billion tons. J. P. Buchanan estimated the 
annual value of erosional loss in America at 2000 million 
dollars.® That is the cost of per annual face-wash and who 
can deny that it is costly enough? The National Industrial 
Conference Board, New York, estimated in 1927 that one 
and a half billion tons of soil — and with it 60 million tons 
of plant food — are annually washed out in the U.S.A.^ 
Estimates made by the Geological survey of U.S.A. showed 
that the surface of the U.S.A. is being removed at the rate 
of one inch in 760 years.^ The old world gives us very 
vivid examples of soil erosion and its economic effects. The 
great cities of the early civilisations with their priceless 

3 Annual Report, American Soil Survey Association (1929) 
Bulletin 10. 

^Science, April, 1929, p. 446-7. 

®Agr. Engiii: 10: 29 (Sept., 1929). 

® National Republic (May, 1929). Also Amer, Forestry (June 
9, 1928), ^ 

Report, 1927, pp. 105 — 8. 

^ Geological Survey: Water Supply Paper 234 (1909), U.S.A. 
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treasures and valuable relics have been buried deep under- 
neath the surface soils long ago. Archaeologists are now 
slowly digging them out. They were buried by the continued 
erosion of the soil. The wastage of the soil was largely 
responsible for the economic collapse of China, Asia Minor, 
Central America and Africa. The fall of Rome was due — 
among other factors — to socio-economic causes which can 
properly be» correlated to the exhaustion of the soil and a con- 
sequent decline in population. The fall of the old Mayan 
empire in America may also be traced to soil exhaustion and 
the consequent scarcity of arable lands. Huntington® points 
out how large areas in Central Asia have been buried under 
the sand-dunes and large inland lakes (e.g., Lop Nor) in this 
area have now been lost for good. Ancient villages have 
been buried and all traces of ancient farming and old civili- 
sations have been swept away. Soil is civilisation and the 
loss of the one inevitably means the loss of the ’other. 

The Causes of Erosion. 

Erosion is mainly of two types — viz. : Sheet erosion 
caused by rain and Eolian erosion caused by the wind. It 
depends on a variety of causes. Taking sheet erosion first, 
the variables which determine the overland surface flow as 
well as the amount that is absorbed into the ground-water 
reservoir are as follows^®; — 

(a) The nature and type of the soil or the rock 
which determines the infiltration capacity of 
the soil. The porosity of the soil is an impor- 
tant factor. Loose or sandy soil will take in 
water more rapidly than clay soil. The black 
cotton soil in Central India is highly suscepti- 
ble to erosion.^^ Hard and rocky soils will 


® Huntington, Pulse of Asia. 

Vide Physiography — by R. D. Salisbury (p. 821). 

Also Surface Run off Control — R. E. Horlon (in Headwater 
Control and Use, Government Press, U.S.A., p. 25.) 

See Agricultural and Live Stock Journal of Indio, 3, p. 
238--45, May, 1933. 
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resist infiltration and therefore increase the 
surface flow. 

(6) The topography of the surface. The gradient 
or slope of the land is an important determin- 
ant. Sloping soil helps erosion. Flat land is 
not so susceptible to erosion. A rapid down- 
flow would mean a heavy loss of moisture and 
the lowering of the water table.’ From ex- 
periments made at the Ithaca Erosion Experi- 
ment Station,^ it was found that water losses 
varied as follows: 


Cover 

Slope of 
land 

Loss of soil 
(per acre). 

Total loss of 
water-in p c. of 
total 

precipitation. 

Potato 

14 p. c. 

1055 lbs. 

88’0 

Forest 

27 

nii 

‘5 

Grassland 

20 „ 

nil 

•2 


(c) The rate and amount of rainfall — its intensity 

and duration — are the principal determinants 
of erosion. Heavy rainfall causes sheet ero- 
sion. Sheets of rain falling on uncovered 
land erode the land surface continuously over 
the whole country and they cause the greatest 
amount of erosion. The more rapid the rain- 
fall, the less is the proportion that sinks in and 
the greater the proportion that flows out. 

(d) The amount and type of the vegetation cover on 

the surface. If the soil has a good vegetation 
cover, the rate and the amount of absorption 
are both increased. Vegetation arrests the 
flow of the surface water and holds it much 
longer on the surface. It gives more time for 

12 Conservation Farming Practices and Flood Control (U.S.A. 
Dept, of Agr.), Misc. Pub. No. 253, pp. 63-4, 
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the water to go in and less to run off. A 
little calculation will show the average num- 
ber of days every year that the soil is left 
uncovered under the various cropping systems. 
Erosional loss, of course, is not necessarily 
in direct proportion to the period of exposure 
but — other things being equal — the chances 
of erosion would be greater, the greater the 
period for which land remains uncovered. 
The amount of vegetative cover itself depends 
on a number of factors. Land denuded of 
vegetation is like a corrugated tin-roof. It 
sends down the water most quickly. When 
rain falls on the bare land the water just 
rushes down to the nearest stream or river. 
If the land is covered with good absorptive 
top-soil — “made porous by the hidden con- 
duits of burrowing earthworms, insects and 
roots of plants” there is a blotter for rain. 
It absorbs rain water and discharges less of it 
into the streams. Vegetation forms innumer- 
able tiny obstructions to the downward flow 
of the excess rain water which the soil is un- 
able to absorb. Each leaf, each blade of 
grass or a tangle of roots is a nature’s minia- 
ture dam holding its share of rain drops. 
Each burrow and each crevice in the soil 
opened by a root is a subterranean storage 
for water. A vegetation cover acts like a 
blanket while bare, non-porous, unabsorptive 
soil without humus sheds water quickly. It 
thereby increases the intensity of floods when- 
ever there is heavy rainfall. The loss or de- 
cline of organic matter in the soil, the burn- 
ing of grasses, over-grazing — all these reduce 
the cover and help denudation. 

(e) Deforestation is another important factor — 
especially in the watersheds — which causes 
erosion. The steep hill-sides, once covered 
with grass or jungle have been brought under 
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cultivation and the resulting denudation has 
helped erosion. The slaughter of timber has 
proceeded steadily and remorselessly. The 
increase of population and the increased 
demand for food and raw materials have 
pushed the plough land upwards until the 
crop-line overtook the timber-line and then 
even went beyond it. Deforestation has re- 
duced the moisture content in the soil and has 
decreased the water supply of the country. 
It has reduced the flow in the perennial 
streams, increased the intensity of floods, 
helped the deposit of detritus by wind and 
water and gradually reduced cultivation. It 
has increased aridity by the greater desiccat- 
ing eff ect of wind and has considerably stimu- 
lated the erosion of the soil. Man has con- 
tributed largely to soil erosion through the 
steady denudation of the 'forests. It was a 
crime against nature and nature will not be 
cheated. She will insist on retribution. We 
pay for our folly and erosion is the price we 
pay for it. 

Forest fires have also played havoc with the forests 
and destroyed our priceless assets. They 
have destroyed extensive forests in all parts 
of the world with catastrophic results. 

(/) The dryness of the atmosphere, the altitude and 
elevation of the land surface — all these affect 
evaporation and precipitation and therefore 
the quantum of water flowing on the land sur- 
face. This, in its turn, determines erosion. 

(g) The system of cropping also determines the rate 
of erosion. There are farming methods 
which will conserve soil and water just as 
there are other methods which will encourage 
soil and water waste. There are systems of 
crop rotation which will help or hinder the 
conservation of soil and water. Continuous 
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cropping and other uneconomic methods of 
land use give the soil no chance to recuperate 
and this weakens the soil’s resistance to 
erosion. 

(h) High winds cause eolian erosion by sand and 
dust storms. Sand as an eroding agent can be 
moved both by water and wind. In both cases, 
it cuts the soil. In America, these sand storms 
come with terrific force. Million tons of 
drifting sands are spread over vast areas, the 
sky is obscured almost to darkness and the 
cattle and sheep perish in thousands. These 
sand storms devastate the country and con- 
vert large tracts into miniature deserts. 

The Evils of Erosion 

The greatest evil of erosion lies in the gradual impover- 
ishment of the soih The removal of the top soil — rich in 
phosphorus — is a national danger. It is almost irreplace- 
able. Erosion is robbing the soil of its fertility. It is 
taking away the organic matter and die soluble plant food 
from our surface soils. Bennett estimated that about 20 
times more plant food is washed away by erosion than by the 
total annual cultivation of crops in the U.S.A.^^ This 
naturally means lower crop yield per acre and higher costs 
of cultivation. The loss of soil and of plant nutrition is 
pushing up the cost of cultivation. The loss of valuable 
plant foods is upsetting agricultural economy. It interferes 
with our system of farming. Erosion is definitely creating 
large areas of sub-marginal land. It has destroyed in one 
generation soil that it took centuries to build. As such, it is 
steadily leading to a grave national disaster. The wreckage 
of farm land is proceeding rapidly. Our farms are being 
washed away. In the U.S.A. the annual cost of erosion is 
estimated at 400 million dollars in abandoned holdings, 

See Report, National Conservation Congress, U. S. A. 
(1909 — 12). Also Rural progress (Dec., 1934). 

Also Engin. and Contract, 66 — 306 (July, 1927). 
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reduced output and in the loss of fertility. This, however, 
does not include the damage, resulting from the silting up of 
streams, rivers and channels, lakes and harbours nor does it 
include the costs of repairing railways and roads. There 
can be no permanent system of agriculture until and unless 
erosion is controlled. Despite improvements in seeds and in 
methods of cultivation, despite the increased use of fertili- 
zers, crop yields are not improving satisfactorily due to 
erosional losses. Fertilisers can supply the missing plant 
food but they cannot supply the humus particles which are 
washed away. In some places, there is over-wash of sand, 
gravel and stones which widely spread out on fields and 
farms. Thus, fertile soils are being converted into sub- 
marginal lands. “Erosion is a devastating chiseler which 
works tirelessly altering the topography of our agricultural 
terrain.”^'^ The Mississippi delta is the graveyard of thou- 
sands of farms. The farmer’s profits that lie on fields and 
farms silently flow down the stream into the sea and are lost 
for ever. The continued erosion of soil ft affecting tremend- 
ously the value of investments in land. Erosion is also fill- 
ing up the rivers, channels and reservoirs with enormous 
quantities of silt. It increases the risk of floods.^® It is 
no use creating storage basins and big reservoirs to moderate 
or divert the floods unless we can prevent them from being 
slowly silted up. Floods will become less frequent and far 
less destructive when the denuded watersheds are saved from 
erosion. The heart of the flood problem lies not so much 
in the amount of rainfall but in the amount of erosion. It 
is the silt carried down — it is the erosion potential that 
creates the most sinister aspect of the flood problem.'^ 

The formation of deep gullies stretching right through 
the farms is another serious problem. The evil is growing 
to an appalling extent. The heavy rains furrow the slopes. 

the slopes are steep, the furrows quickly become 
gullies. Splendid valleys and farms have been ripped to 

Report, National Conservation Congress, 1909 — 12. 

Rel/ition of Soil Erosion to Flood Control: National Rivers 
and Harbours Congress, 1934- (Soil Conservation Service, U. S. A.). 

Forestry : 22-498-505. May, 1924. 
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pieces with gullies in Texas, New Mexico, Arizona, Colorado, 
Utah, California and other states in the IJ.S.A. Gullying 
and sliding cause extensive damages to the fields. Damages 
to waterways are extensive by the rapid silting up of rivers, 
reservoirs and water channels. Landslides are frequent and 
the cutting up of the river bank is much too common. The 
damages to high-ways, roads and railways are heavy and 
erosion is. one of the biggest factors in pushing up their 
maintenance costs. The tax-payer pays but he does not care 
to know more about it. 

In India, no reliable estimates have yet bt?en made to 
find out the actual erosion rate in the whole of India. Piece- 
meal and isolated efforts have been made but they seldom 
led to any substantial results. A committee was appointed 
in 1916 to consider this question. The committee gave some 
data relating to erosion and surface flow. But no systema- 
tic scientific enquiry has yet been made into the j)roblem as it 
affects the whole of India and the question now stands very 
near to where it did* a quarter of a century ago.^*^ It is time 
to make a concerted move in the matter so that an important 
national problem may receive the attention that it deserves. 
The Agriculture and the Forest Departments in India as well 
as learned scientific bodies like the Indian Science Congress 
ought to move in the matter and press for a national enquiry 
into the whole problem. The nature of the problem in 
other countries of the world and the methods of control 
usually adopted in them — which we discuss in a separate 
paper* — have profound lessons for us in India. We can pro- 
fit greatly by them. A grave national disaster is looming 
ahead in the distant horizon. Can India afford to sleep over 
it? 


See Pusa Agricultural Research Institute Bulletin, No. 
(1916). See also Proceedings, Punjab Engineering Conference, 
1930), (This deals with erosion in the Himalayas.) 

* To he published in this Journal. 



THE BASIS OF LAND TAX: A PROBLEM IN APPLIED 

ECONOMICS 


BY 

Bimal Chandra Sinha 

Land lax, though not a very important source of reve- 
nue in most of the advanced industrial countries, forms none 
the less an important item in the list of taxes because of its 
political importance. But the basis of land tax is not the 
same everywhere and differs from country to country and 
epoch to epoch. Existence of different bases of land-tax 
gives rise to certain theoretical difficulties which it is neces- 
sary for the sake of clear thinking to clear up. For example, 
we are very often faced with the question: How should we 
determine rent? The answer which an economist is expect- 
ed to give to this question is likely to be — and very often is 
— totally different from that given by the man-in-the-slreet, 
the actual cultivator and the lawyer relying chiefly upon the 
various provisions of the tenancy law regarding the fixation 
of rent. Consider for example two typical replies: — 

While an economist is likely to go back to Ricardo 
for explaining rent and the tax on it, the lawyer 
in Bengal would refer to the Bengal Tenancy Act 
(e.g-., Sections 50, 105, etc.), while the states- 
man would prefer to emphasise the influence 
of custom in this matter. Our problem is to 
investigate this problem and to find out, if pos- 
sible, any comprehensive theory which can pro- 
vide a rational explanation of various types of 
land-tax. 

Two Preliminary Difficulties 

It is necessary, before proceeding further, to clear up 
two preliminary difficulties. First, there is likely to arise 
some confusion of thought from the variety of tenures in 
different countries’, for this variety often gives rise to 

1 Fide, Antonio De Viti De Marco : First Principles of Public 
Finance, for a comprehensive classification. 
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ambiguity of meaning of the term ^land-tax.’ In a country 
with the owner-operator system, there is no intermediary be- 
tween the owner-capitalist-cultivator and the state, and land- 
tax in this case denotes nothing but the tax paid by this 
owner-capitalist-cultivator to the State. But this is not 
the case in countries with a more complex system of land 
tenure. There are, for instance, thirty intermediaries in 
some cases coming between the land-lord and the tenant, and 
it is difficult in this case to find out what should be the pro- 
per meaning of the term ^land-tax.’ While Ricardian analy- 
sis would assign the term to the tax paid by the actual culti- 
vator to his immediate land-lord, Marshallian analysis, as 
we shall show later on, presents a different view ; and lawyers 
would not perhaps distinguish between differert types of land- 
tax, if they had no separate legal existence. In our analysis 
of the problem, therefore, we would for the sake of simpli- 
city assume at first a simple tenure i/n which there are no 
intermediaries between the cultivator and the State and take 
account of other complexities later on. 

Secondly, we have also to consider the difficulties aris- 
ing out of the peculiar nature of land as a factor of produc- 
tion. It is not necessary here to repeat the too familiar 
distinctions between land and capital; none the* less it is 
important to remember that these distinctions gave rise to a 
peculiar theory of land-tax which did not belong to the 
wider category of taxation of profit; and though the recent 
trend is towards speaking of land as only a species of a 
genus, several peculiarities are likely to exist. It is neces- 
sary, therefore, to take account of them in any complete 
theory of taxation of land. Keeping these two limitations 
in our mind, let us proceed to consider the different bases 
of land-tax as suggested by writers young and old. 

The Social Basis of Taxation : Smith, Ricardo and 
John Stuart Mill 

We may conveniently begin our discussion with the 
doctrine of physiocratic writers. Their belief in the sterili- 
ty doctrine gave rise to the theory of the impot unique. 
Taxation of land was justified because of the productivity 
of land. From the social standpoint, therefore, taxation of 
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land had a positive benefit. Later writers however looked 
frowningly on rent, which in their opinion was anti-social 
in character. The justification of land-tax, which is mostly 
the taxation of rent, was to be found in this anti-social 
character of rent. The object of the tax was to secure 
social justice and to further social progress, the basis of the 
tax being inherently social in its character. Land-tax was 
justified not because the tax-receiver performed any speci- 
fic economic service; it was justified because rent should not 
be allowed to exist. 

Stated categorically in this way, the contention may 
seem a little startling. But writers like Smith, Ricardo and 
Mill seem to develop this line of thought. It is interesting 
to note that Adam Smith forms the link between the physio- 
crats who glorified the impot unique and Ricardo who con- 
demned rent; hence Adam Smith’s ‘’neutrality,’ as Professor 
Carman puts it in his Review (p. 222). But, Ricardo be- 
lieved in the anti-social character of rent: — 

We have seen that with every portion of additional capital 
which it becomes necessary to employ on the land with less pro- 
ductive return, rent would rise. It iollows from the same prin- 
ciples that any circumstances in the society which should make it 
necessary to employ the same amount of capital on the land, and 
which should, therefore, make the portion last employed more 
productive, would lower rent. {Principles, Ch. 2) 

Any attempt to raise the rate of rent, is, therefore, anti- 
social in its character. Hence the justification of land tax 
and hence also the necessity of distinguishing between a tax 
on rent and a tax on produce: — 

A land tax levied in proportion to the rent of land, and vary- 
ing with every variation of rent, is in effect a tax on rent; and as 
such a tax will not apply to that land which yields no rent nor to 
the produce of that capital which is employed on the land with 
a view to profit merely and which never pays rent; and it will not 
in any way affect the price of raw-produce, hut it will fall wholly 
on the landlords. In no f>rospect w'ould such a tax differ from a 
tax on rent. Rut if a land-tax be imposed on all cultivated land, 
it will be a tax on produce and will therefore raise the price of 
produce. { Principles, Ch. XII.) 

This social basis of land-tax is one of the corner-stones 
of Mill’s theory also. Representing a period of transition, 
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Mill’s theory is a curious amalgam of conflicting trends of 
thought. He hints at the law of diminishing returns in 
Chapter XVI of his book (p. 427, Ashley’s edition). But 
he also hints that rent is not conducive to the welfare of the 
society as it is not productive in its character. 

Rent, when paid for the land itself, and not for improvements 
made in il by labour, is not a productive expenditure. It is not 
an outlay for the support of labour, or for the provision of 
implements or materials or for the produce of labour. It is the 
price paid for the use of an appropriated natural agent. This 
natural agent is indeed as indispenable as any implement; but they 
having to pay a price for it is not. 

{Principles^ Book I, Ch. IV, Sec. 2, Ashley's Ed., p. 57). 

But we notice in Mill a new element which marks the 
beginning of a new theory of land-tax. Note the opening 
sentences in his chapter on Rent where he uses the words 
‘^'share of the produce.” 

The requisites of ^^roductioii Ixang labour, capital and natural 
agents; the only person, besides the labourer and the capitalist 
whose consent is necessary to production and who can claim a 
sfmrc of the produce (Italics mine) as the price of that consent, 
is the person who by the arrangements of society possesses ex- 
clusive ])owei over some natural agent. The land is the principal 
of the natural agents which arc capable of being appropriated arid 
the consideration paid for its use is called rent. 

It appears from the passage quoted above that Mill is 
here hinting at an economic basis of taxation. He justifies 
not on a social ground but on a purely economic basis, for 
the words ‘^share of the produce’ can have no other meaning. 
But Mill was not able to carry this new line of thought to 
its logical conclusion and the crudity of his theory is app- 
arent from the fact that though he hinted at an economic 
basis of land-tax, he could not make this clear inasmuch as 
rent in his opinion is yet a price of the consent of the land- 
owner and not a return for some economic service. It was, 
however, left for Marshall to make clear the economic basis 
of land-tax. It may not be going too far to suggest that 
this twist given by Marshall was of immense practical im- 
portance for it was beginning to be unsafe for bourgeois 
economists to depend on the social basis of taxation as it 
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implied in its ultimate analysis complete demolition of the 
institution of landlordism itself. 

Evolution of the Pure Theory : Alfred Marshall and 
Antonio De Yiti De Marco 

It is, however, wrong to say that Marshall did not 
agree with Ricardo or other earlier writers on many 
cardinal points. MarshalFs special contribution in this 
direction is to be found in his classifying land as the leading 
species of a large genus, and income from land as one type 
of income from capital. He mentions this distinctly in his 
Principles when he writes with all this, it is to be remem- 
bered that land is but a particular form of capital from liie 
point of view of the individual producer"' (p. 430). This, 
in fact, is the explanation of the following passage dealing 
with the merits of the British land-tenure: — 

The chief merit of the system is that it enables the landlord 
to keep in his own hands the responsibility for that part and only 
that part of property which he can look Sfter with but little 
trouble to himself and little vexation to his tenants. His part 
consists of land, buildings and permanent improvements, and 
averages in England five times that which the farmer has to supply 
this five-sixths of the necessary capital at a net rent, which seldom 
^ives as much as three per cent interest on its cost and there is 
no other business in u hich the erUer prising undertaker can borrow so 
lar^, a part of his capital at any rate at all, (Italics mine) 
Principles, p. 648.) 

The basis of land-tax is, therefore, not social but econi- 
mic. Stated on a percentage basis, it is in the nature of 
interest; stated as a given sum, it is in the nature of rent. 

Marshall’s analysis, thus, is of great importance from 
the standpoint of theory as well as of practice. But his 
analysis, we may say, does not carry us far, for it can be 
most suitably applied to simple forms of land-tenure only. 
But in considering more complex systems of land-tenure, we 
have to take account of various other details which we do 
not find in Marshall’s analysis. These details have been 
admirably developed by the Italian writer, Antonio De Viti 
De Marco. He begins by stating that it is not sufficient to 
state, as Marshall stated, that land belongs to the wider 
category of capital; we have to take account of further 
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details. The product of land in his opinion may be divided 
into five parts; rent in the technical sense, or Ricardian rent; 
interest on capital permanently invested; interest on work- 
ing capital; the profit of enterprise; and wages.“ 

It is not enough to state that land-tax (rent?) is a return 
for some economic service; we should be more definite in 
our reply and point out the exact nature of that service. 
De Marco believes that the nature of that service is not al- 
ways the same. For example, if we go back to the old 
system if emphyteusis, we find that the landowner and the 
owner ol permanently invested capital are different [)ersons, 
and that the landlord, therefore, cannot claim to periorm 
the functions which occupy the second and third places in De 
Marco’s list. There can, therefore, be no explanation of 
taxation of land without reference to the respective func- 
tions of the landowners and the tenants. In conclusion, he 
further develops the idea that land is only a species of a 
genus; while Marshall rested content with the belief that 
land is a particular*form of capital, De Marco goes further 
when he states that income from land iis not simply an in- 
come from a particular type of capital but belongs to a still 
wider category, 7^’z., profits. 

Two Further Questions 

The analysis of De Viti De Marco seems to dissolve 
some of the difficulties connected with the theory of land-tax. 
His analysis is i/n a sense decidedly an improvement upon 
Marshall’s analysis because it goes deeper. But De Marco’s 
theory is not sufficiently comprehensive as there may be at 
least two cases to which it does not apply. We pointed out 
at the very begitming that there are two difficulties in the 
case of a land-tax, one arising out of the peculiarities of land 
as a factor of production, another arising out of the com- 
plexities of land-tenure. Beginning with the first difficulty, 
we find that the theory of land-tax as developed by De Marco 
definitely lays down that the land-tax is one of the wider 
class of taxation of profit and as such must fall on profit. 

- Antonio De Viti De Marco, First Principles of Public 
Fimnae (Jonathan Cape), p. 241 . 
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This again implies that there should be no taxation in the 
absence of profit. But this is not the case very often, and 
the element of custom plays a very important part. The 
peculiar character of land very often does not allow annual 
assessment of income, as is done in the case of an income tax, 
and hence there is no variation of taxation on a scientific 
basis with variations in profit. We need not mention those 
extreme cases where the rate of tax has not been revised for 
a very long period, may be a century and a half; but even 
in sufficiently advanced countries, any scientifically adjusted 
tax, as envisaged above, has hardly been possible in the 
case of land. The result of this rigidity has often been that 
the rate of tax is fixed not wkh reference to the actual profit 
but with reference to the prevailing rates of taxation. The 
basis of tax in this case may for the want of a better name 
be called the V.ustomary basis of taxation,’ for it is based 
on custom and not on any economic service. 

Secondly, De Marco’s theory does not take account of 
the difficulties arising out of the separation of tenancy and 
ownership. It is indeed rare to find a system of land tenure 
which conforms to the simple conditions assumed at the 
beginning and we find almost in every country different 
intermediate tenure-holders, intervening in between the 
State and the cultivator. It was pointed out by Justice Field 
that the number of such intermediaries is not less than thirty 
in some parts of Bengal. A number of questions at once 
crops up: Who receives rent? Who performs the neces- 
sary economic service in this long list of tenure-holders? 
Why the superior landlord receives payment from the next 
tenure-holder, even when the former performs no appreciable 
service? And so on. The basis of taxation is essentially 
‘legal’ in this case the tax being what Mill called the “price 
of his consent.” It has to be paid only because the land- 
lord has, by hook or by crook, acquired the ownershij) of 
land to be cultivated. 

We may, therefore, conclude that a theory of land-tax, 
in order to be sufficently comprehensive, must refer not only 
to the social basis of taxation but also to the economic, cus- 
tomary and legal bases. This does not mean that any parti- 
cular system of land-tenure has one basis only, or that there 



THE BASIS OF LAND TAX 


165 


is any chronological succession of these different bases with 
the progress of civilisation, for, human mind being what it 
is, economic structure is bound to be complex in its charac- 
ter. This does not also mean that the last two bases arc by 
any means justifiable. In fact, the recent trend of land 
reform is towards eliminating the last two from the theory 
of taxation. But as lon^ as they actually continue to exist, 
it would be unwise to omit them, if our list is to be sufficient- 
ly comprehensive. We now propose to end this survey after 
testing our conclusions by applying them to certain concrete 
cases. 

A Few Illustrations 

Lack of space forbids any comprehensive survey of all 
major systems of land tenure and we can only deal with a 
few representative systems only. We have already quoted 
from Marshall to show how the basis of land-tax in England 
is, in his opinion, j^redorninantly economic in character, the 
tax being more in the nature of interest than in the nature 
of ‘rent’. We next turn to the owner-operator system of 
Canada which is another illustration of the land-tax having 
more or less an economic basis. The chief feature of the 
land policy in Canada is the development of the owner- 
operated farm. Methods employed for promoting owner- 
ship have varied from time to time. This policy has pro- 
duced in Canada not only an example of the owner-operator 
family farm, but also perhaps the best example of the land- 
lord, labourer and capitalist all combined in one individual. 
This simple tenure has avoided many complications and the 
basis of taxation is economic rather than legal or customary. 

The system of metayage is an intermediate case in 
which the function is divided between the landlord and the 
labourer. While in the case of peasant-proprietorship the 
produce of land and labour belongs wholly to the labourer, 
in this case, that produce is divided, — but divided 
between two classes only, the labourers and the landowners 
— the character of capitalist merging in the one or the other 
as the case may be^. The principle of the metayage system, 

^ Mill, Principles of Political Economy^ Book II, Ch. VIII, 

F. 8 
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wrote J. S. Mill, is that the labourer or peasant makes his 
engagement directly with the landowner and pays, not a 
fixed rent, either in money or in kind, but a certain propor- 
tion of the produce or rather of what remains of the produce 
after deducting what is considered necessary to keep up the 
stock. This plan, Marshall believed, enables a man who 
has next to no capital of his own to obtain the use of it at a 
lotver charge than he could in any other way and to have 
more freedom and responsibility than he would as a hired 
labourer. The landlord in his opinion has to spend much 
time and trouble either of his own or of a paid agent, in keep- 
ing the tenant to his work; and he must charge for these a 
large sum which though going by another name, is really 
earnings of management. The basis of taxation here too is 
perhaps predominantly economic in its character. 

The Special Case of Bengal 

On the other hand, we have the case of Bengal where 
the economic basis is almost non-exibtenl. Marshall held 
long ago that the payment by peasants in Bengal is not "rent 
at all.’ In replying to a question of the Bengal Land Reve- 
nue Commission (still sitting on enquiry), the British 
Indan Association has stated in its memorandum: ‘‘Our 
Committee holds that the existing rents paid by cultivation 
are settled by an arbitrary rule of law and custom, sanction- 
ed by the Tenancy Act; the scientific principles have found 
no room.” It is in fact literally impossible for all the 
tenure-holders to perform some economic function and the 
right to receive payment from the next tenure-holder rests 
chiefly on a legal basis. Nor should the influence of custom 
be underestimated. Though the rate of rent is revised 
from time to time — in the upward direction mostly — yet 
the rate is not varied every year. Rent, therefore, must be 
paid, profit or no profit. The injustice of the system is 
obvious, and any scheme of land reform should make an 
attempt to change the basis of taxation. 

p. 302 (Ashley’s Edilion): and De Vili De Marco, First Principles 
of Public Finance^ p. 245. 
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Soni€ Observations on the Marketing of Wheat. 

Wheal, although second to rice in order of importance 
as regard^ the area under cultivation in India, is a basic 
agricultural commodity, and plays a more important part 
in the economy of the country than rice. It is an agreed 
fact that in order to judge the prosperity of an agricultural 
country one must look to the price level of wheat. The 
Government of India took a right step in realising the im- 
portance of wheat marketing and made this the subject of 
their first report which is a comprehensive volume of 450 
closely printed pages. This report contains an enormous 
wealth of information and is very moderately priced 
(Re. 1-4). In its twelve comprehensive chapters the report 
provides much valuable information which is indispensable 
to all those who want to study the marketing problems of 
agricultural products in this country. The whole machin- 
ery of marketing wheat from the farm to the ultimate con- 
sumer with all its implications and complications is very 
comprehensively and adequately described. I feel no hesi- 
tation whatsoever in congratulating the Marketing Depart- 
ment of the Government of India and the Provincial Go- 
vernments and the Indian Slates for this very thorough 
survey wliich has brought to light a wealth of very useful 
information, which is indispensable to all those who want 
to plan the economic resources of this country. Along with 
the work of this comprehensive survey, the Marketing Ad- 
viser to the Government of India has also tried to draw 
certain conclusions and he makes certain recommendations. 
And it is here where the report absolutely fails us. After 
a careful reading of the whole report I am forced to the 
conclusion that the report entirely lacks any vigour and has 
miserably failed in making any foregoing recommendations, 
which should have been the main task of the compilers of 
this Report. The mere survey work, however comprehen- 
sive and admirable it may be, is only a mechanical work 
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which does not require much intelligence and foresight and 
could be quite well done by any graduate who is given the 
adequate training to do this sort of work. One expects 
much more than this from the Marketing Adviser to the 
Government of India. As a matter of fact in this important 
respect 1 am more than disappointed in this report, which 
not only lacks the vigour and courage to set the system of 
marketing in order, but in many respects, to say the least, 
it is very misleading. For instance, the Report states that, 
‘dn India there is perhaps a tendency to rely over much 
on Government beneficence.” One is much surprised at 
the courage for making such a ridiculous statement in con- 
nection with help to the wheat growers, when in the same 
chapter we are told at some length the comprehensive Go- 
vernment measures that have been taken by several Govern- 
ments in helping the growers oi wheat to get higher prices 
than those prevailing in the outside markets. Ihe U.S.A. 
Government spent millions of dollars through the Wheat 
Slabilistation Corporation in stabilising ithe prices of wheat 
at a higher level. In the United Kingdom the home of 
laissez faire and free trade, the Government guaranteed a 
fixed price of 10 shillings per cwt. while the marked price 
was only 4/6 per cwt. 

Praising the laudable efforts of the Indian railways 
in reducing the freights on wheat distairied for export, the 
Report further observes very complacently that there is 
apparently not much that can be done to encourage exports 
of wheat without injuring the interests of the cultivator. 
A very strange logic indeed which we mortals cannot under- 
stand. Anyway, the concession given by the railway 
authorities to the exporters of wheat is not of much 
value as the export of our wheat during the last decade 
has been negligible. On the other hand, the internal trade 
of wheat plays a very important part in the economy of 
the country and deserves every possible consideration at 
the hands of the railway authorities in this country. But 
what do we find? The policy followed by the railways 
is not only retrogressive but seriously injures not only the 
producers and exporters of wheat but also the country 
including the railways themselves. The year 1931 was very 
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critical for the agricultural industry. The price of wheat 
had fallen to absurdly low levels which did not cover even 
the bare cost of production. The apathy of the railway 
authorities aggravated the situation. Wheat was rotting in 
the Punjab and could not be sent to Calcutta owing to the 
railway freight policy. While on the other hand, huge 
quantities of wheat were imported in Calcutta from 
Australia., The freight per maund of wheat from Austra- 
lia to Calcutta was 6 as. per maund, while the railway 
freight from Lyallpur to Calcutta was Re. 1-3-3 per maund. 
Requests and protests were made to the authorities of the 
North Western Railway and the Punjab Government res- 
pectively, but no immediate action was taken. While we 
were unable to distribute our own wheal in our own coun- 
try, organised efforts were made by the various countries 
of the world to heavily subsidise the shipment of wheat to 
foreign markets. As already remarked, in tlie U.S.A. alone 
millions of dollars were spent by the Wheat Stabilisation 
Corporation to buy»wheat from the farmers at much higher 
prices than could be possibly obtained in the markets of 
the world. What a contrast! 

Certain critics may point out at this stage that 
it is not fair to compare the two rates between Australia 
and Calcutta, and Lyallpur and Calcutta, as the two rates 
belong to two different categories, the former being the 
sea freight and the latter being the railway freight. And 
it is admitted by all that the sea freight is much cheaper 
than the railway freight. The question of comparing the 
two rates arises only in case the two countries are follow- 
ing the policy of laissez jaire and non-intervention by the 
State, and the forces of competition are left alone. But in 
this case the Australian wheat was dumped into the Indian 
market. The price of bread in Australia was four to five 
times higher than was justified by the conditions of free 
trade. The Australian consumers were being heavily taxed 
to subsidise the wheat growers. Under these circumstances, 
the policy of the Indian railways looks almost criminal 
when we compare the situation in India with other countries, 
frequent examples of which are given in the Report itself. 
By their stubborn selfish policy the railways were respon- 
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sible for prolonging ihe depression, especially when the 
railway stock was lying idle lor lack ol freight. But the 
railways preferred this self-imposed idleness than to lower 
their freights drastically in order to help the farmers which 
form the majority of population in this country, lo my 
mind it would have been the duty of any National railways 
to carry the wheat even free lo Calcutta at a time ol such 
a serious depression, and to charge the losses to the general 
tax payers. Ihis was the least and the most reasonable 
subsidy which in India could have been given to wheat 
growers. 

Ihe Report makes several other recommendations 
which in themselves are excellent but have been so often 
repeated in official and non-official literature, that these 
have almost become stale. For instance, the reduction and 
regulation of market charges is a matter of urgent attention 
on the parts of the local Governments if the growers are to 
receive better terms; the dissemination of market news to 
cultivators; the removal of the burden of the octroi duty which 
weighs very heavily on the producers, the total amount 
being 1| crores of rupees every year. The Report also 
deplores the lack of proper shelter and storage facilities 
in most of the markets. We know too well the financial 
condition of our municipalities. If they are made to 
improve their markets, they must have funds, and if we are 
going to remove the octroi duty how are the funds to be 
obtained unless some other adequate remedy is discovered. 
1 suggest that the municipalities should be compelled by 
law to spend all the money received by octroi duty on 
agricultural products in regulating and improving their 
markets and in producing shelter and storage facilities. I 
fail to understand as to why the Report recommends, the 
consideration of such measures as would lead to the 
cessation of payments in kind on account of harvest wages, 
etc.; and lead to the abandonment of a barter for a money 
economy in the village.” In view of the terrible collapse of 
the money economy and its devastating effects during the 
last depression witnessed by almost all countries, one is 
more than bold to recommend such a step. It is a folly to 
suppose that all the modern things are good and all the old 
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practices of India are bad and evil. One important factor 
which saved the Indian farmer from utter collapse and ruin 
during the last great depression was the system of payments 
in kind which did not burden the farmer in face of rapidly 
falling prices. And it is the same system which helps the 
small man in the village and saves him from starvation at 
times of rising prices. Payments in kind are equitable 
both to tHe wage-earners and the employers to mitigate the 
effects of rising and falling prices. Knowing the heavy 
charges that are involved in the marketing of goods it seems 
hardly wise to recommend a measure whereby a farmer first 
sells his produce and bears all the extra costs of marketing 
his produce and then pays his labourer in cash who again 
has to buy almost the same commodity for his use at an 
enhanced price. 

In its 450 pages, the Report makes no definite recom- 
mendation regarding the financing of wheal production 
which is an essential and integral part of marketing. It 
seems to me thaf the Report is excellent as the routine 
knowledge and factual data are concerned but absolutely 
lacks in vision and fails to make any recommendations 
which will materially help to solve the problem. 

My Recommendations 

The first and the foremost observation that I have to 
make is that the problem of marketing in India will not be 
solved on conventional lines. The problem requires fore- 
sight, courage and more than all the will to solve it. This 
can only be solved by a national government which is 
determined to solve the problem at all costs and is prepared 
to go to the very root of the evils to eradicate them. The 
problem has to be tackled thoroughly and in all its aspects. 
The first and the most important aspect of the problem is to 
finance the farmer during the period of his production. 
The financial resources of the Indian farmer are too scanty 
and beyond his means to adequately finance agricultural 
production, the period of which is usually longer than that 
of industrial production. The real difficulty of the problem 
is that so far no agency has done this work to any consider- 
able extent except the village money-lender whose terms of 
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finance are too onerous, and it ends generally in making the 
peasant the serf of the money-lender. He ceases to produce 
for himself and begins to produce for the money-lender who 
usually combines the profession of money-lending with shop- 
keeping and trading. As long as the farmer is not saved 
from the clutches of a money-lender and his financial help 
is not replaced by the financial help of some more reliable 
and less onerous agency, no solution of the ‘marketing 
problem can be found. I do not believe in the deep-rooted 
conviction of most people that money-lender is indispensable 
and no agency can be found to take his place. The same 
thing used to be said in the Balkans fifty years ago where 
rural money-lender was considered as indispensable as he is 
considered now for India. But with the bold help of the 
State the problem has been fully solved and we do not hear 
of money-lenders in the old sense any more. The plea that 
India is such a vast country and what could be done in small 
countries cannot be done in this vast sub-continent is utter 
nonsense. In the first place the problem^is a provincial one 
and it should not be impossible for the provincial govern- 
ments to tackle the problem. No difficulties were un- 
surmounlable even for the autocratic and highly centralised 
government of the pre-reform era to collect land revenue 
even from the smallest farmer, and there is no justification 
in withholding the hand of help to the man, on the welfare of^ 
whom the very existence of the State depends. Once this 
much is agreed upon that the provincial governments should 
do their best for the farmers, then the question of means can 
be considered. In my opinion the only adequate and sound 
solution to solve the problem of financing and marketing of 
agricultural products is through the establishing of a State 
Bank’ in the provinces with branches in each small town and 
a chain of warehousing and marketing organisations. In 
this connection the question of funds will arise. As far as 
the establishing and the working of the Slate Banks is 
considered, there will not be any financial burden on the 
State. But as far as the warehousing and marketing 

1 For details, see my “State Banks for India". Macmillans, 
1939 . 
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societies are concerned, it will be essential to find funds for 
them. 

Considering the important part which agriculture plays 
in the economy of this country, it has not received the 
financial help from the State compared with the high protec- 
tion which some of our industries have been receiving. Once 
the Government abandons the policy of laissez faire^ it 
becomes aa injustice to help one industry and to neglect 
another, especially when the other is the most important one. 
The time has come when agriculture should receive its proper 
share of help and the State has got to find funds either by 
taxation or by borrowing to finance agriculture. The details 
of financing agriculture by State instead of by money-lender, 
1 can work out if the main recommendation of State help is 
accepted. 

After this stage of financing of production is completed, 
then comes the question of handling, storing-, transporting, 
and marketing of produce. At present handling is mostly 
done by the moneylender, because he is the person who 
finances production. And he very often mishandles the 
produce as far as the interests of the grower is concerned. 
If my first recommendation is accepted the question of 
mishandling by the money-lender would not arise. The 
second step would be the storing of the produce till it is 
transported. I propose that in order to save the high costs 
of storing the produce in the central markets, it should be 
stored in the rural areas where the costs of handling and 
storing are less than the costs of the same services in the 
central markets. It will at once be remarked that there are 
no such storing facilities in the rural areas. My answer to 
this is that such facilities should be provided and a part of 
the cost should be met by the Reserve Bank from the profits 
realised by the issue of currency. 

The warehouses in the rural areas should be used for 
two purposes: (1) for storing the produce which is await- 
ing transport or sale; and (2) for storing the produce of the 
farmer which he wants to store for his personal consumption, 
which he cannot safely and adequately store in his house. Inci- 
dentally through this system a very important problem of 
providing better seed and thereby standardising the quality of 

F. 9 
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wheat can be solved. When a farmer brings his produce 
for storage he should be asked about his seed requirements 
and that much produce with his permission should be taken 
by the marketing society and should be sold with the rest of 
the produce. In return, at the time of sowing, the society 
should provide the farmer with the better quality of seed. 
The money-lender does the same but with very different 
effects which are injurious to the interest of the fa(rmer. He 
takes his produce at the time of harvest in repayment of old 
debts, a part of which is due to borrowing for purposes of 
seeds on which he charges .50 to 100 per cent interest, and 
provides him with a poor quality of seed later. Now the 
same work should be done by the marketing society with 
great benefit to the farmer. 

The warehouses should be under the control of the 
Central Warehousing Society and should be supervised by 
the Agricultural Credit Department of the Reserve Bank. 
The receipt of such a warehouse should be considered a 
negotiable instrument and should be free>Iy discounted by the 
banks and ultimately, if need be, rediscounted by the Reserve 
Bank. The Reserve Bank Act also makes provision for tliis 
and it is high time that something should be done in this 
connection. Two more problems have to be considered. 
One I think could be tackled, easily and at once without any 
loss to the Government. That is, the .system of collecting 
land revenue should be overhauled in such a way that the 
collection should not begin immediately after the harvest, as 
that leads to the glutting of the markets by forcing the 
farmers to sell their produce in order to pay the land 
revenue. The second and the most important question is to 
change the transport policy of the country in such a way that 
maximum concessions are extended to the transport of agri- 
cultural produce. Now that the internal trade of the country 
is far more important than the external trade, at least as far 
as wheat is concerned, the old railway policy should be 
modified to suit the changed conditions. 


Osrmnia University 


Anwar I. Qureshi 



Disinterring the Labour Theory of Value 

(A note on Mr. Dobb^s contentions regarding the require- 
ments of a theory of value.) 

1. An increasing perception of the limitations of 
equilibrium analysis seems to have lent plausibility to the 
hope oi resurrecting in some refined form the labour theory 
of value. Among socialist writers this attempt assumes the 
lorm of an argument stating that the labour theory of value 
is able to answer many vital questions, to which the marginal 
theory does not, (and in their view could not,) offer any use- 
ful answers. Some such thesis, in effect, seems to underlie 
Mr. Dobb’s erudite attempt to reconstruct a forlorn hope for 
the labour theory of value. ^ The various arguments off ered 
in support of this thesis come under two broad categories, — 
those which seek to** explain the inherent superiority of the 
labour theory, and those which find equally inherent draw- 
backs in the marginal theory, which preclude the possibility 
of its ever being in a position to give a complete idea of the 
phenomenon of value. The following note is merely an 
attempt to record impressions regarding, what appear to the 
present writer, to be inconsistencies or inadequate exposi- 
tions in Mr. Dobb’s arguments. 

2. Mr. Dobb’s preference for the labour theory of 
value rests on the grounds, (a) that a principle of value 
which merely expresses one value in terms of another is 
inadequate, (b) that keeping in view the type of statement 
that economic theory is expected to make, the determining 
relation which figures in the equational system should be 
capable of expression in quantitative terms which, however, 
is not possible on the basis of the marginal theory as it does 
not possess a ' value-constant,’ (c) that such a ‘ constant ’ was 
discovered by the classical writers in a relationship of cost 
which explained exchange-ratios as governed by the quantities 

1 Maurice Dobb : Political Economy and Capitalism : 
(1937). Ch. 1. 
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of embodied labour, labour itself being conceived as the 
expenditure of a given quantum oi human energy, and tliere- 
fore as being objective in character, (d) that, in any case, a 
demand theory, in the last analysis would be untenable 
because it is only in terms ol a cost theory that the concept 
of a ' surplus ’ can have any meaning, and (e) hnally, that 
it is necessary to recognise human labour as cost in a unique 
sense and endow it with a primary significance ip economic 
analysis. 

Concerning the first two arguments mentioned above, it 
must be stated in further explanation, (as I understand 
them,) that they charge the marginal theory with oifering an 
explanation of commodity values in terms of subjective 
valuations, and the factor values in terms of the commodity 
values and, therefore, assert that it does not indeed explain 
the problem of distribution which is an essential, indeed 
major, part of. the practical enquiry.^ This argument which 
seems to ofier a tu quoque reply to the familiar illustration 
of circular reasoning involved in the labour theory of value, 
seems to overlook the cardinal fact that in reality the factors 
do depend for their valuation on the productivity of their 
marginal units; and, therefore, any other explanation of value 
not based on the recognition of this relation would depart 
from reality. For this reason primacy cannot be accorded 
to the problem of distribution over that of production with- 
out bringing about a discord with the reality of the economic 
process. The problem of distribution derives its semblance 
to reality by being related to the productivity valuation, 
which, to repeat, is a mere description of the actual process 
at work, and which itself cannot ultimately be dissociated 
from its relations with the buyer’s preferences. That the 
results of distribution so effected offend our sense of social 
harmony may be indicative of a great degree of social 
sympathy. But unless an explanation were mistaken for a 
justification (an error, undeniably, of an insidious character 
and one into which not a few unwary economists have 
slipped) it cannot be denied that the marginal theory does 
offer a clearer explanation of the process of distribution than 


2Dobb: Ibid: P. 11. 
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the one (or is it the many?) offered by classical political 
economy. At least, it would appear that the correctness or 
otherwise of this theory cannot be called in question by 
contending that it has not offered a solution to the problem 
of distribution. 

Similarly, the argument that the crucial ' value- 
constant,’ supposed to be absent in the marginal theory, was 
supplied ip the classical theory in the concept of cost, also 
appears to be vulnerable. Explaining this argument Mr. 
Dobb writes: ''The exchange value of a commodity was 
defined in the purely relative sense of the amount of other 
commodities for which it was customarily exchanged. But 
a determinate solution for this system of exchange-ratios was 
sought in the principle that these ratios were governed ulti- 
mately by the quantity of labour required (in a given stale 
of society and technique) to produce the commodities in 
question. . . . Prior to Ricardo this principle was not 
enunciated in any complete or clear-cut form. Frequently, 
indeed, it was forn)^lated obscurely, and even ambiguously, 
Adam Smith having referred both to the amount of labour 
and also the value of labour used in production. As used 
by Ricardo and Marx, the conception of labour was an 
objective one; labour being conceived as the expenditure of 
a given quantum of human energy, even though it was later 
to be translated into subjective terms as a mental " sacrifice ’ 
or psychic ' pain ’ involved in work. Viewed objectively in 
this way, the determining relation was a technical one and not 
a value relation. In any given technical situation it would 
be a given factor synonimous with the degree of labour 
productivity and independent of the value of labour- 
power. 

This argument appears to be weak at several points. 
In regard to the ' value-constant ’ that Marx is said to have 
discovered in the quantity of labour, whatever theoretical 
attractiveness it may possess, it is not shown how it could be 
of any practical use. That exchange-ratio is determined 
by '' the amount of other commodities for which it was 
customarily exchanged ” seems to be a pitfall as customary 


*Dobb : Ibid : P. 12 et seq. 
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exchange value is rare, and there is need for a principle 
which explains the changing as distinguished Irom a constant 
custom-governed value, f urther, we do not even know how 
to proceed from the assumption ol a given state ol society 
and technique to any given stale of society, and whether the 
concept of " quantity ’ of labour would continue to be tenable 
even under the influence of change. Nor does it seem to be 
clear that this was the prevailing view in the whole range of 
classical writing. As Mr. Dobb himself points out, Adam 
Smith referred to both the amount of labour and the value of 
labour, and there is no reason to suppose (as is done by 
Mr. Dobb) that this is merely an obscurity or ambiguity of 
reference. It seems impossible to find sanctions for Marxian 
value in Adam Smith. As Bukharin wrote, Marx’s ‘’'‘doctrine 
of value must be sharply distinguished Irom that of the 
classical economists, particularly Adam Smith.”^ Adam 
Smith’s notion^ on value were more in line with the present 
tiieory of value and against the objective drift. ^ Even 
assuming that the exchange ratios are ^ explained by the 
embodied labour quantities, when it is a question of finding 
a common denominator for difl’erent types of labour with 
their innumerable qualitative differences, the valuation of 
productivities alone seems to offer any workable, if not the 
only justifiable, criterion of comparison. For this reason, 
if for nothing else, Mr. Dobb’s contention that the relation 
determining value is purely technical, becomes untenable as 
in the last resort the value considerations cannot be eschewed 
in the matter of comparing qualitative differences in labour 
' quantities.’ And this logically leads to the conclusion that 
a concept of productivity distinguished from its value has, 
for economic purposes at any rate, no significance. All this 
seems inescapable. Mr. Dobb himself writes elsewhere, 
that the principle of identity of value-ratios with labour- 
ratios rested on conditions which defined the nature of the 
dominant tendencies in an exchange society.” Here it 
appears to us that Mr. Dobb grants the existence of a distinc- 

4 Bukharin : Economic Theory of the Leisure Class: P. 37. 

this point see Robbins : Nature and Significance : 
pp. 68-9; and Knight: Ethics of Competition: pp. 152-3. 
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tion between value-ratios and labour-ratios. In that case it 
is clear, that value can be something different from the labour 
content and move independently of it. Further, he writes, 
that competition would ensure that labour was distributed 
between the various lines of production in such a way llial 
these ratios were equal.” If, thus, it is possible to conceive 
of an adjustment tending to an equality between labour and 
value>ralio», then labour-ratios cease to be the determinants 
of exchange relations as they are themselves adjusted by 
comnetition. 

If there is validity in these strictures, the idea that the 
concept of cost as found in the labour theory of value enables 
a measunment of ‘ surplus ’ will come under doubt, as such 
embodied labour would be neither measurable, nor compar- 
able, nor is it tlie determinant of exchange relations that 
it is supposed to be. But there seems to be even a more 
fundamental objection to this idea of cost and surplus. This 
concept of surplus in the classical writings seems to rest on 
the confusion between cost to a nation or individual of its 
income as a whole and the cost ’ of a particular unit of a 
commodity which determines its price.^ The fact that labour 
is paid in inverse rather than direct ratio to ' pain ’ is itself 
an indication that the market takes no better cognisance of 
■ he services of labour excent in the light of relative attrac- 
tions of competing uses and the very concept of embodied 
cost becomes irrelevant to the main value problem. 

It is this, perhaps, which leads Mr. Dobb to insist on a 
treatment of human labour as cost in a unique sense. 
According to him this is a ‘‘ practical question for judg- 
ment not for logic to decide.”^ While pleading ignorance 
of Mr. Dobb’s view of the distinction between a question for 
judgment and a question of logic, it seems necessary to say 
that a judgment not based on logic is likely to stand vitiated 
by passions and prejudices and will imnort valuations not 
amenable to any uniformity of treatment. Conclusions based 
on judgments will necessarily lack the compelling power of 
reason; and in nine cases out of ten they may possess no 

^Knip:ht: Ethics of Competition: p. 173, Ft. note. 

^ Dobb : Ibid : p. 20. 
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relation to reality. It will be tantamount to taking leave of 
the scientific method — the only method available for assert- 
ing truth rather than guessing or presuming it. In any case 
it is one thing to assert that the services rendered by labour 
as a factor of production should be treated in a unique 
sense; and quite a different thing to see the market value it 
as such. Even in the absence of market valuations it is 
doubtful if the planning agencies could ignore the 
comparison of the productive significance of the marginal 
units of labour, and the marginal productivities of the other 
fiictors, reverting in effect, to the market process. Even if 
the special treatment of labour productivity as something 
unique is to be recognised for social reasons, and pursued as 
an end in itself, it would be necessary to know the cost from 
an economic point of view, of giving up the alternative 
proceedure of not treating labour in any special way. Indeed, 
this seems to* be the weakest link in Mr. Dobb’s chain of 
reasoning for the labour theory of value. 

3. Mr. Dobb’s attempts to show up the merits of the 
labour theory by contrast with the limitations of the marginal 
theory are no more convincing. His main charges against 
the marginal theory are (a) that this theory, inspite of all 
its formal elegance, being devoid of a quantity which is 
itself not a value, is reduced to being a mere formal 
technique that can make realistic prognosis in certain cases 
treated in isolation, but is impotent to pronounce iudgments 
with respect to the ‘ macroscopic ’ phenomena of economic 
society, (b) that having regard to the practical question which 
one requires to answer a law of value need not be capable 
of achieving: the highest degree of generality, but should 
only be able to sustain a type of forecast that may be felt 
necessary in practice, (c) that the assumptions relating to an 
abstract individual as the subject of a demand schedule, 
which ignore the influences of the complex of institutions and 
social relations, reduce the findings of this theory to falsity, 
and fd) that the affirmations of economic theory in regard to 
the automatic adjustments and the rule of rationality on the 
market are falsified by the fact that decisions are taken in 
blindness to other decisions, and since the corrective of 
resulting price movements usually occurs only after a time 
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lag, this will give rise to magnification of the results of such 
faulty decisions and throue^h it to the devastating fluctuations. 

Mr. Dobb’s objections to the non-quantitative character 
of the value equations, it appears to us, seem to overlook 
certain other considerations which are essential to a proper 
judgment in regard to the value question. In the first place 
the nature of the causal relation subsisting between the 
elements wldch are to be treated as variables and those to be 
treated as constants in economics seems to be of a type 
differemt from what obtains in the treatment of physical 
elements and quantities, the character of mutual adjustment 
being more general as between the various adapting factors 
in economic life (e.g., as between cost and price) so that the 
fascination for constructing something corresponding to a 
* gravitational-constant ’ in economic theory has its limita- 
tions; and purely relational statements have their due 
significance. Besides this, the obsession for a quantitative 
rendering seems to be a vestige of the criticism directed 
against the hedonist ’•concept of utility as a quantitative, 
measurable, fact, finding expression in price, and seems to 
overlook the true concept of utility as ‘ power over conduct,’ 
as being essentially qualitative and possessing not so much 
a dimension as a rate or intensity.® If this be so, the 
necessity for a ‘ quantitative ’ renderinc: of utility as an 
ultimate constant becomes unnecessary to an exploration of 
the equivalent supply and demand quantities, the point of 
equilibrium being taken to represent such equivalence 
between two unknowns. If we get over the price offers and 
price demands, and present the situation in barter terms, the 
exchange relations could be viewed as representing 
equilibrium at the point of ‘ quantitative ’ equality between 
two unknowns. It may be true that this procedure is valid 
with due limitations, at any rate, in its application to the 
larger, general economic problem, or what has been styled 
bv Mr. Dobb as the ‘macroscopic’ problem: and the 
necessary modifications in its application to practice, only 
development along scientific lines would reveal. But to be 

^ On the qualitative character of utility, see: Knight’ Risk, 
Uncertainty and Profit : P. 61. 

F. 10 
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concerned chiefly with the ‘ macroscopic ’ issues and treat the 
‘ microscopic ’ as very secondary as Ricardo did (as Mr. 
Dobb tells us) — and as even Marx did — seems to be the 
reason why their forecasts had found themselves confronted 
by such splendid contradictions in the actual movement of 
history. 

Mr. Dobb’s other charges against the marginal theory 
appear to be no more conclusive. The search for laws of 
wide degree of generality has, it is alleged, led to an abstrac- 
tion of phenomena of exchange from the productive relations 
and the property and class institutions of which they are an 
expression. That such an abstraction has taken place is, no 
doubt, a fact. And it is gratifying that Mr. Dobb grants 
that something of the real world still lingers even in this 
tenuous abstraction. His charge that they can hardly hold 
anything imperative for the problems of the actual world 
may not be denied. But none of these limitations of the 
marginal theory could make a case for a labour theory of 
value. The fact that our present knowledge of the pheno- 
mena is too abstract to be applied in practice cannot prove 
the falsity of the method itself. Nor does it appear very 
convincing that if only we concentrate on the ‘ macroscopic ’ 
problems and treat the ‘ microscopic ’ as of secondary 
importance, we shall be achieving better solutions of the 
purposes on hand. It may be the limitation in the marginal 
theory that it concentrates only on the ‘microscopic’ issues, 
but this can be no argument against the instruments of analy- 
sis it has forged. Nor is there reason to believe that a 
similar futility will not attend the findings of any search 
which swings to the other extreme and offers priority to 
the broader issues. Hope, however, points to the superiority 
of a method that starts with simple postulates of universal 
validity and builds up a body of generalisation transform- 
ing in a gradual scientific process the ‘microscopic’ analysis 
into the ‘macroscopic.’ At least, enough argument has not 
been advanced to prove that if we give up the search for 
economic laws, but merely build up an economic theory of 
capitalist production it will enable us to tackle, with success 
the practical problem. So long as it remains an assertion 
unaccompanied by convincing argument it can command no 
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consideration. Similar in character is the general criticism 
that demand is created through propaganda and that the 
ignorance of the entrepreneur of the expectations of his 
compeers falsities the conclusions regarding the automatic 
adjustments of resources through the market operations. 
While not denying the fact of such inlluences being opera- 
tive, they could not be held to invalidate the fundamental 
tendency. ^Aberrations may be real; but, like exceptions, 
they prove the rule. That persistence along lines of proved 
eiiicaey will not enable increasing perfection in prognoses is 
a cynicism that as yet hnds no warrant; even if such cyni- 
cism, were it to be found correct, will offer no argument in 
favour of the labour theory, incidentally, there is one 
temptation to ask, whether in propagating the idea that the 
cumulative effect of mistaken decisions is the explanation of 
the "devastating fluctuations,’ the socialists who accept this 
are not giving up the whole of the Marxian philosophy re- 
garding the economic crises as originated by the appropria- 
tion of surplus-value'i 

4. In conclusion it may be necessary to clear up that 
none of this criticism need imply that the marginal theory 
offers the most reliable type of economic wisdom, it is not 
the critics of this theory but some of its best exponents that 
have readily confessed to the existence of elements of paradox 
and unrealism in it.’' It is not denied that the theory is still 
incomplete in many respects, particularly those that concern 
the practical aspects. Its limitations in the dynamic aspects 
are no less real. And it may be even possible that the whole 
body of equilibrium theory itself may be proved to be false 
and consigned to the limbo of experimental waste. Bui all 
the "falsehoods’ it may embody may yet offer the only 
reliable guides in the search for truth. Impatience with its 
"tenuous abstractions'’ and over its "incompetence’ to play the 
economic oracle is not enough justification to believe that the 
alternative oracles are not delivering themselves with too 
much of ‘judgment’ and too little logic. 

P. S. Narayan Prasad 


® On this see- Knight; Ethics of Compctkion; p. 159 — 60. 



Indebtedness of the Mill Worker 


A very welcome feature of the present century is the 
almost universal interest and enthusiasm shown in the cause 
of Labour. Be it a Democracy or a Dictatorship, the maxi- 
mum possible attention is being devoted to the labourers and 
their welfare. Hours of work have been red^pced; wages 
have been increased; and amenities for recreation have been 
created. Even India, which is ever the last in the race of 
progress, has not escaped this universal wave of sympathy 
for the labourers. Several provincial governments have 
already on hand many useful plans for the betterment oi the 
labour conditions. Yet the condition of the Industrial 
labourer today in India, to say the least, is appalling. 
Rickety limbs, contracted chests, hacking coughs and hollow 
cheeks make up a mill-worker. It is often said that the 
factory system has reduced the human species to the level 
of mere automatons, but the situation jn India is worse than 
that. The machines have at least the certainty of oil and 
coal at regular intervals, llie creak of the machine seems 
to be more powerful than the shriek of the millions. The 
reason is not far to seek. The machine breaks — but the 
labourer only bends, with the consequence that the heaviest 
possible load is thrown on his back. What is the reason for 
this miserable condition of the labourer? Several factors 
have contributed to reduce Labour to this situation, not the 
least important of which is his huge indebtedness. 

Much has been said about rural indebtedness, but the 
problem of urban indebtedness is even more acute. It is a 
huge burden which demoralizes the labourer, undermines his 
physique, deadens his mind, weakens his ambition and 
makes life disgusting. The Whitley Commission observed 
that "‘two-thirds of the factory workers employed in India 
are in heavy debt.”. In the majority of cases the amount 
of debt exceeds three months’ wages and is often far in ex- 
cess of this amount. Even a very modest estimate would 
carry the total indebtedness to Rs. 10 crores, while in a 
single city like Madura, where there are 12,000 labourers, 
the total debt comes to 5*5 lakhs. This big debt is becom- 
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ing bigger every day. It is no wonder. The rate of inter- 
est ranges from 75 to 200 per cent. Mr. Ahmed Mukhtar 
of the Annamalai University observed in his evidence before 
the Royal Commission that in two mills at Amritsar the rate 
per cent, was as high as 79 and sometimes the interest 
charged was one anna per rupee per week. Almost invari- 
ably, says Mr. Hoyland, “the Indian Mill worker stands in 
a relationship which amounts to little short of slavery to- 
wards the money-lender — the rate of interest is not unusual- 
ly two annas in the rupee per mensem, which means that 
a loan of Us. 60 (if none is repaid and very frequently the 
cost of living in the city is so high that none can be repaid) 
becomes in 5 years a debt of about Rs. 70,000.” Mr. S. R. 
Varadarajulu Naidu, the representative of the Madura 
Labour Union, puts the rate as high as 75 to 150 per cent, on 
short-term loans. The Bombay Labour Office, in its Re- 
port on Working Class Budgets in Ahmedabad, observes that 
the amount of debt varies from a few rupees to many times 
the monthly income . The money is borrowed at heavy rates 
of interests, which in the majority of cases vary from 12 to 
24 per cent. But higher rates of interest are not uncom- 
mon and, in fact, in one case the rate of interest was as high 
as 225 per cent. The Indian Jute Mills Association in its 
evidence before the Bengal Banking Enquiry Committee, 
mentions 325 |)er cent as the highest rate. 

The above figures are enough to show the magnitude of 
the problem. Steeped in a greater amount of per-capita 
debt than his rural comrade, paying a larger rate of interest, 
purchasing commodities at higher prices, and living in 
more insanitary places, the urban worker’s claims on our 
attention are the more immediate. Often nothing in his 
home can he call his own; jewels, vessels, sarisy in fact every- 
thing of howsoever little value is mortgaged. The indiffer- 
ence of the employer, the extravagance of the employee and 
the avarice of the money-lender have cumulatively brought 
about this situation. The root cause is low wages. While 
wages are ridiculously low, the family is abnormally large. 
The consequence is that even to meet the elementary needs 
of himself and his family, the labourer has to run into 
debt. The Whitley Commission has examined the wages in 
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all the Provinces and finds that, although no two mills 
agree in the rate, there is certainly uniformity in so far as 
lowness of wage is concerned. Wages are low in the Madras 
Presidency, particularly in the Coimbatore and Madura 
Mills. People who speak of the inefficiency ol the Indian 
labourer do not, however, realise that for his wages he 
produces far more than what his American and English 
brother does. Dr. Nair argued rightly in 1908 tjiat "it one 
Lancashire operative is equal to 2.07 Madras operative, then 
since the average monthly wage ol a Lancashire operative is 
about Ks. 60 (£4) while that of a Madras operative is only 
Rs. 15 (£1), it is clear, for the same money the Indian Mill- 
owner gets nearly double the work that an English Mill- 
owner does.” Still others think that higher wage to an 
Indian labourer would tend to make him extravagant; that 
is certainly a wrong if not a mischievous assumption. Pro- 
fessor Pigou says : “It is true that at any given moment the 
taste and temperament of persons who have long been poor 
are more or less adjusted to their,, environment and 
that a sudden and sharp rise of income is likely to be fol- 
lowed by a good deal of foolish expenditure, which involves 
little or no addition to economic welfare. If, however, the 
higher income is maintained for any length ol time, this 

phase will pass, whereas if the increase is gradual, 

the period of foolishness need not occur at all. In any case, 
to contend that the folly of poor persons is so great that 
the rise of income among them would not promote economic 
welfare in any degree, is to press paradox beyond the point 
up to which discussion can reasonably be called upon to 
follow.” 

The difficulty of the labourer is aggravated by the fact 
that he has no security as regards his job. He always stands 
in dread of dismissal. His entry into the mill itself depends 
upon the amount he is able to pay to the Jobber or Maistry 
as he is called. This is an important cause of labour 
indebtedness. In some of the mills it is practically impos- 
sible for a worker to enter the mill unless he can pay some- 
thing to the Maistry. This amount ranges from Rs. 15 to 
60, in addition to the toll taken in the form of services. 
Next only in importance to the Jobber is the Time-keeper, 
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who extracts a fee for marking attendance properly. There 
is again the practice of the labourer being fined. It ap- 
pears/’ observes the Whitley Commission, “ that fining is 
a fairly general practice in perennial factories and on Rail- 
ways.” When the Labour Office made its enquiries in 1926, 
it found that in Ahmedabad Textile mills, the worker lost 
in fine no less than 10 per cent of his total wages. In some 
mills, payment of fines has become a part and parcel of 
the worker’s monthly budget. It has to be remembered 
that numerous deductions of other kinds are also made by 
some employers. Deductions are made for medical attend- 
ance, education, readingrooms, advance of wages, charities 
and also for some religious purposes selected by the em- 
ployer. A common practice in cotton textile mills is the 
handing over to the weaver of cloth from his own loom spoilt 
in the course of manufacture, and deduction is made from 
his wages at the whole-sale selling price. An- 

other practice followed in some mills is the deduction of 
two days' pay for dhe day’s absence. Delay in payment of 
salaries or wages contributes not a little to the worker’s 
indebtedness. The shopkeeper is a miniature money-lender. 
Not only does he refuse to sell commodities after the due 
date is passed, but he begins to charge interest on the old 
dues. The labourer is forced to borrow. The Whitley Com- 
mission refer to cases where the salary of the previous 
month was paid in the last week of the next. 

The labourer himself is in no small measure respon- 
sible for his tragic situation. By his proverbial extravag- 
ence at marriages and funerals, by constant intemperance 
and indifference to rules of health, he digs his own grave. 
A fair percentage of the labourer’s income goes for drink, 
and on the complete destruction of this habit depends his 
moral and material salvation. Labourers who live in metro- 
politan areas are divorced to some extent from village life 
and so from village customs and superstitions. It should 
be easier for them to spend smaller amounts on funerals and 
marriages for they have not to stand the odium of their 
rural relatives. But in India a purely industrial class does 
not exist. Every urban worker is fundamentally a villager, 
and often while he lacks the amenities of village life, he has 
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responsibilities springing from his connection with it. 
Every festival carries him to his village and he has expenses 
there. Thus the indebtedness of the labourers in Madura, 
Tuticorin, Ambasamudram and such places is greater than 
it is in Madras. Besides this, the house-rent in these urban 
areas is very heavy. It ranges, in the places mentioned 
from Re. 1 to Rs. 4 for a single dungeon, miscalled a room. 
The payment of rent becomes more oj)pressive "when his 
wages get reduced or he is suspended. The money-lender, 
by his alertness and readiness to lend, is also a cause of the 
labourer’s indebtedness. But for him 50 per cent of the 
expenditure now incurred will not be incurred. Add to this 
the fact that the shop-keeper is ever ready to give commodi- 
ties on loan only to catch him later on. It is often supposed 
that money-lenders are a distinct class by themselves. It is 
not always so. In labour circles everyone, male or female, 
becomes a musTiroom money-lender, whenever he or she has 
something to spare, and the interest charged is certainly op- 
pressive. Thus there is no single pill to cure all the diseases 
arising from indebtedness. 

It is strange that people should think of co-operation in 
India, only in connection with the Rural Welfare movement. 
The principles of co-operative credit have made little pro- 
gress among the mass of workers in factories and mines. It 
is perhaps due to the non-existence of a distinct Labour class. 
Most of the industrial labourers, as already observed, are 
seasonal workers. Their constant mobility, combined with 
lack of organization, stands as a serious obstacle to the 
spread of the movement among the urban labourers. The 
Whitley Commission has observed that only where there is 
a settled Labour force, has co-operation a chance of succeed- 
ing. The progress made by co-operative societies in those 
areas where they exist is splendid. The Railways have 
made excellent use of co-operation. The Jackson Co-opera- 
tive Credit Society of the B.B. and C.I. Railway issued loans 
in the five years 1924-1929 amounting to one and one-third 
crores. The S.I. Railway Co-operative Stores is doing good 
work. But among the labourers, co-operation can succeed 
only after they have formed themselves into Unions on Trade 
Union lines. Propaganda by the Presidents and Vice-Presi- 
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dents of these Unions will go a long way in spreading the 
movement. A Co-operative Store in every mill area would 
be of greater immediate help to de labourers than Co-operat- 
ive Credit Societies. Debt Redemption Societies,” the 
formation of which is recommended by the Report, would 
certainly be of great help. Debt Conciliation Committees are 
recommended by the Banking Enquiry Committee, because 
much majT be done by compromises. 

How far the Government can help it is difficult to say. 
The Usurious Loans Act of 1918 still remains a dead letter. 
To a large extent the failure of legistation is due to a false 
notion regarding the sanctity of contract The objection 
based on the sanctity of contract may have been genuine in 
the past, but to-day it is difficult to regard it as more 
than an excuse. To talk of sancitity in connection with a 
blood-sucking contract made between a fleecing money- 
lender and an illiterate industrial worker is a grave misuse 
of a good word. There is also the difficulty of devising pro- 
visions which do n?)t lend themselves to evasion by the 
money-lenders. 

Legislation within certain limits has certainly great 
advantage. The fact that the provisions of the law are 
capable of being evaded by fraudulent means should not 
deter the Legislature from enacting a just and necessary 
measure for the protection of the simple and the ignorant. 
One important cause of the indebtedness of the labourer is 
the credit he has. Credit in the sense of borrowing capacity 
is his curse. As matters stand at present, the worker can 
borrow with comparative ease sums which he has little pros- 
pect of being able to repay. The Whitley Commission 
therefore recommend that salaries and wages up to Rs. 100 
should not be liable to attachment. Although this figure is 
rather high, one cannot dispute the utility of the suggestion. 
The wage being the labourer’s only security, it would be 
risky to the money-lender to advance money if he knows he 
cannot attach the salary. The Commission has also hinted 
at the injustice of imprisonment for debt. Such legislation 
would certainly help, and the credit of the labourer would 
be reduced all the more if his provident fund is also made 
free from attachment. Loitering within the precincts or 
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near or within sight of any mill-gate by a money-lender and 
his men to catch the wage-earner on the date of payment 
should not be tolerated by the employers, and the State 
would be justified in making it an offence. Legislation can 
also help a great deal by forcing upon employers prompt 
payment of wages, proper housing of the labourers, and the 
payment of sickness and unemployment benefits. With- 
holding salaries and suspension without notice should also 
be checked. 

The Whitley Commission has recommended a new pro- 
cedure for the liquidation of unsecured debts. ‘‘We contem- 
plate,” they write, “that on the presentation of an applica- 
tion by a workman giving a statement of his debts and 
assets, the court should issue a notice to the creditors and 
should thereafter in a summary enquiry estimate the work- 
man's assets, his probable earnings and reasonable expendi- 
ture for the maintenance of himself and his family during 
the ensuing two years. The Court, having assessed these 
sums, would issue a decree based on thef difference between 
the two.” The Commission is, however, anxious that this 
law should not be confused with insolvency legislation. For, 
in insolvency proceedings, there is an inevitable tendency 
on the part of the court to regard itself as charged primarily 
with the duty of assisting the creditors and of checking fraud 
on the part of petitioners. In the case of loans which are 
obviously beyond the capacity of the labourer to repay, it 
is not unfair to regard the creditor as the person ordinarily 
to blame. The Commission has therefore recommended the 
constitution of separate Courts to go into this question. 

Legislation and co-operation apart, much may be done 
by the employers, Lfnless there is a distinct change in the 
attitude of the employers towards the labourers, the 
latter’s problems can never be satisfactorily solved. Also 
educated young men studying in the Colleges of Industrial 
centres should be compelled to do some kind of social work 
among the labourers every day. Each student can at least 
convert one illiterate into a literate. Our labourers are so 
appallingly ignorant that they are not even able to see a 
clock so much so that it is always open to an employer to 
push back the hands of the clock. 
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In short, in spite of what has been said, much remains 
to be done in the cause of the labourers in India. Many 
concerns unfortunately do not come under the Factory Acts 
as it is at present worded. In coffee hotels in India, children 
under 12 are being made to work from 7 A.M- to 12 P.M. 
In the city of Madura alone, 1 know that there are as many 
as 500 children who are so employed. Again in the city 
of Belgaiyn, in a single cofiee club 1 know of, there are as 
many as 6 children so employed. Besides/’ says Mr. 
Gangulee, '' many industrial concerns, employing about ten 
million workers, do not come under the existing factory 
legislation; and here one discovers a most disgraceful 
spectacle of inhuman treatment of defenceless workers. 1 
shall cite one instance of this treatment. In the carpel fac- 
tories in Amritsar ( Punjab) the majority of the workers are 
children between the ages of nine and fourteen, who are 
made to work on the looms through an eleven-hour day for 
2|d. The factory-owners claim no responsibility in the 
matter of labour ^id wages, and shelter themselves under 
the contract they have with the master-weavers. But that is 
not all. 1 reproduce a document discovered by a member 
of the Whitley Commission during a visit to a carpet factory 
in Amritsar. The document runs as follows: 

“"I, Booter, son of Chakli, Chowkidar of Amritsar, owe Rs.57 
odd, of which tialf is Bs.28 5a. which I have borrowed from Booty 
weaver in advance. I agree that my <'^randsons N and F should 
be handed over for the purpose of carpet-weaving. N is to get 
Ks. 9 per month, and F is to get Rs. 7 per month. I will take 
the wages monthly. I will not break this agreement. If I break 
this agre^ement I will return all the money I have borrowed to the 
man who has lent it to me.” 

If the difficulties of the labourers are not immediately 
attended to, I am afraid, the situation in India would become 
intolerable, and law and order would come to a stand-still. 
I have no doubt the labourers would be more than satisfied 
if only the employers would recognise the following demands 
of the Labourer: — 

(1) I am a human being and not a mere soulless 

machine. 

(2) I want a hygienic house to live in. 
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(3) I want my children to be educated free. 

(4) I want to be a skilled worker. 

(5) I want to be saved frm the money-lender’s 

clutches. 

(6) I want to be protected from the “ politics ” of 

the priest. 

<1 

(7) I want the abolition of drink and drug shops. 

(8) I want the eradication of brothels, gambling 

dens, and the exclusion of sensational cinema 
films. 

(9) I want a guaranteed subsistence allowance which 

will keep me above the itch of corruption, 
material as well as moral. 

(10) I want sufficient leisure for self-cultivation and 

self-realisation. 

(11) In short, I want my well-being to be assured by 

beneficent legislation, for otherwise — 
employers will not ameliorate my lot.”^ 


Belgaum, 


K. S. Srikantan 


Seasonal Variation of Births 

Though we know well that plants, trees, birds, animals 
and human beings living in a state of nature conceive more 
easily in healthy periods of adequate and easy supply of 
food than in other periods of the year, population studies 
contain meagre information about the seasonal variations of 
births and their significance. There are discussions on the 

1 The Indian Labourer's Charter. 
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causes of variations in the annual figures of births. Such 
discussions take into account rare incidents such as country- 
wide famines and epidemics and ignore the frequent environ- 
mental changes which occur from month to month. These 
frequent changes are too important to be ignored when 
studying the most pressing problem of the growth of popula- 
tion in the near future. In this article, I have attempted to 
trace and • to interpret the relation between seasons and 
reproduction of the population in the British Districts of the 
Bombay presidency excluding Sind. 

The presidency, but not Bombay city, is taken up for 
study, because the former is more often a unit of population 
study than the latter. In the case of the city, migration of 
pregnant females is quite negligible and the incomes of a 
large majority of persons (they are agriculturists) depends 
mostly upon variations in temperature and rainfall. As 
regards city, changes in the number of pregnant females are 
brought about from time to time on account of many females 
of neighbouring as •well as distant places entering the city 
to receive treatment in efficient maternity homes. The exit 
of many pregnant females who are unable to meet the heavy 
expenditure towards confinement in city deserves considera- 
tion. Moreover, the incomes of city people who follow 
different occupations are influenced more by provincial, 
interproviricial, and international conditions of agriculture, 
industry, trade and so on, than by seasons. We have also 
selected for study the monthly variations in births in addi- 
tion to variations in annual figures. In my article^ on the 
Nature of the growth of population in the British Districts 
of the Bombay Presidency,” I have shown how failure of 
seasons in 1897 and 1899, resulted in a remarkable fall in 
the number of births in 1898 and 1900, and how later on 
the restoration of normal seasons unfailingly had large 
numbers of births. But the effects of monthly changes in 
seasons on births could not be traced clearly, because the 
year is a long period. The present study of monthly figures 
confirms my study of annual figures. 


^ Journal of the University of Bombay, January, 1938. 
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1936 57,375 54,99 7 60,318 57,066 60,701 61,908^,567 66,146 65,871 66,162 62,944 61,273 742,331 

1937 56,457 49,986 59,597 57,080 57,487 58.178 64,530 6 7, .954 65,474 67,369 ti2.355 63,029 729,476 

* Figures kindly supplied by the Director of Public Health, Government of Bombay. 
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The accuracy of data in Table I does not need much 
comment, because everyone knows that many births escape 
registration. In the absence of reliable information, we can 
say that the ratio of the births omitted to actual births 
is almost constant in every month. Some of the births 
which have taken place on a particular day are recorded 
as births of some later date. The delay extends from days 
to weeks. * Consequently, some births in the last week of a 
month happen to be recorded as births in the first week or 
second week of the next month. The extent of this discre- 
pancy appears to be constant in all months. 

In the case of the Bombay Presidency the monthly 
number of births did not increase from time to time steadily. 
If we study the data vertically, the movement of numbers is 
not smooth. These unsteady movements resulted in the un- 
steady movement of the annual number of births. But in 
every year in February the number of births was less than 
that in January. It was also the lowest figure of all monthly 
figures of the same year. In almost all the years, the 
numbers rose steadily from February for some months and 
then fell steadily till February in the succeeding year. The 
figures have a wave movement with the lowest level in 
February and the highest level in August or thereabout. 
The problem that arises now is, Why is it that February is 
always the month of the lowest number of births and August 
or thereabout the period of highest number of births? 
Human pregnancy being of slightly more than nine months^ 
duration, May is the month of the lowest number of concep- 
tions and November the month of the largest number of 
conceptions. Now we shall consider the probable causes of 
this phenomenon. 

According to the latest Census viz,y of 1931, about 62% 
of the workers in this presidency were engaged in agri- 
cultural occupations which were mainly seasonal. (Besides 
this, some lakhs of artisans and labours in cottage industries 
have employment in certain seasons.) The principal crops, 
jowari, rice, bajri, ragi, maize, groundnut, cotton, and sugar- 
cane are harvested in November and thereabout. Summer 
rice and late cotton are harvested in May, while late wheat 
and late sugarcane are harvested in April. Early wheat, 
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late jowar, gram, late til, late cotton, and early tobacco are 
harvested in January and February. In November and there- 
about, most of the crops are harvested and the agriculturists 
have then enough to eat, dress, marry and lead a complete 
life. This season is cold and healthy. Most probably, as 
the result of these factors we have a maximum number of 
conceptions in November and a maximum number of births 
in the August of the succeeding year. Only a* few crops 
which are not raised extensively are harvested in May. 
Then heat is very oppressive. This may be the reason for 
the lowest number of conceptions in May and the lowest 
number of births in the February of the succeeding year. 
The following table of births in Bombay city confirms my 
interpretation. 



Table II 

Births in Bombay Ciiy 
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The data are as accurate as those of llie presidency. 
The highest monthly figure has been always in December and 
the lowest monthly figure most often in June. The second 
half of every year shows a gradual rise in the number of 
births. This is quite contrary to what we have noticed in 
the case of the presidency. Similar to the presidency trends, 
the Bombay city figures of January are lower than those of 
the preceding December and those of February lower than 
those of the preceding January. Another point of similarity 
is the increase in March figures over those of February. 
From March to June we notice a tendency towards a steady 
fall. 

It is very difficult to explain the slump in June and the 
pitch in December, because the pregnant female population 
in the city is frequently moving. The steady fall from 
December to February confirms that for the whole jiresidency 
February is the period of the lowest number of births. 

The above data make us think that when the presidency 
becomes highly industrialised, incomes become less affected 
by seasons and people become more intelligent than at 
present, births will move steadily and estimates of future 
population can be made more satisfactorily than at present. 
For the present, changes in annual figures of births can be 
explained easily by the variations in the seasons. 

G. Raghava Rao. 


The Unit of Farming and Credit 

In any enterprise the size of the business is an import- 
ant factor in the cost of production. With economic pro- 
gress there has been a tendency, until very lately, for the 
business unit to increase in size, thereby gaining the econo- 
mies of large-scale production. In order properly to under- 
stand the nature of agricultural problems, it is necessary 
that we should examine the economic basis of small farming, 
which is the predominant unit of production in the old coup- 
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tries of the world, esjjecially the Eastern European countries. 
The average size of farms in most Eastern European coun- 
tries (excluding Yugoslavia, Greece and Turkey, for which 
figures are not available) is about 6 33 hectares/ The 
average for the Western European countries (excluding 
Spain and Portugal) taken as a whole is 8'48 hectares. 

In order to increase ihe farmer’s standard of living 
there are two alternatives open to us: 

1. The average size of the farm must be increased. 

2. The present farms must be more extensively 

exploited. 

The first alternative is hardly possible in the old con- 
tinents like Europe. A slight increase may be possible in 
some countries and more land may be brought under culti- 
vation by reclamation and other such improvement schemes, 
but, on the whole, the chances of increasing the total area 
under cultivation to any considerable extent are rather 
remote. 

The other alternative is that the present farms must be 
exploited more extensively. To do that more capital is re- 
quired. It has been found that it is countries which have 
the largest capital investment per unit of labour, not those 
which have the largest farm units, which have the highest 
standard of living. This experience is corroborated by the 
farm statistics which show that the largest profits are earned 
by the fanners with the largest capital equipment in relation 
to labour and not by the large farm unit as such. If this 
is so, the provision of credit to farms at reasonable rates 
of interest (provided the credit is well used) will go a long 
way towards solving the most important problem of the low 
standard of living prevalent amongst the peasant farmers. 

Unfortunately, the tendency to split big farms into 
small farms has been rather on the increase. The breaking- 
up of big estates and the creation of small farms has made 
the problem of agricultural credit very difficult indeed. 
Since the end of the Great War there has been an increasing 
tendency towards small-scale farming. How far is this 


1 One hectare is equal to 2471 acres. 
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movement the result of economic causes and how far has it 
been influenced by political considerations? It is difficult 
to say precisely. However, this much is clear, that after the 
demobilisation of the armies there were two factors which 
were responsible for the increasing pressure of population 
on the soil. In the first place, the nightmare of food short- 
ages, which most European countries experienced during the 
Great War, was still fresh in most people’s minds and they 
were determined to avoid the same situation again at any 
cost. This tendency received the greatest stimulus when it 
was discovered that the demobilised soldiers had to be pro- 
vided for somewhere, and the easiest occupation for which 
every soldier considered himself fit was farming. Again, 
the Russian experiment had created a certain consciousness 
in the small farmers and tenants and their feelings of hatred 
against the landlord were rising. Such feelings were 
specially strong in the countries neighbouring Russia, and 
the Governments in those countries were compelled to pro- 
vide land to small peasants and landless labourers by split- 
ting up large estates. These new small holders had almost 
no capital and from the very beginning they started their 
business badly. There was a growing demand for land re- 
form to facilitate ownership of land. At the same time 
policies of autarky were followed by most European coun- 
tries, the result of which was that the agrarian products of 
Eastern European countries could not find any market in 
other European countries. As a consequence, the tendency 
towards the starting of industries began in agrarian coun- 
tries and gained pace very quickly. These industries could 
only be developed at a heavy cost, which had to be borne by 
the agriculturists in these countries. 

The small farmer, though weak economically, is very 
strong politically in most European countries and he did not 
hesitate to utilise this power to his own benefit. As a result, 
the State had begun to help the farmers at very frequent 
intervals, which has resulted in a vicious circle. Owing to 
the monetary and exchange controls the private agencies 
which used to provide credit for the farmer, especially long- 
term credit, are no longer able to do so. There has been a 
great decrease in the credit provided by the private agencies 
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and this function has also now been taken up by the Govern- 
ments in many European countries. The development, in 
order of sequence in farm credit, has been as follows: — 

“ 1. Breakdown in competitive commercial credit. 

2. The Government enters the farm credit field as 

a relief measure usually using the co-opera- 
tive credit system as a means. Debt mora- 
toria are common. 

3. The co-operative credit system disappears ex- 

cept in name. 

4. Other credit sources dry up and fail to re-enter 

the field after the emergency has passed. 

3. Credit policy becomes fused with general Go- 
vernment policy and emphasis shifts to social 
and political needs. 

6. The land policy is formed to develop a small 
non-commercial, self-sufficient or peasant 
farm economy. Farm tenancy declines and 
farm indebtedness rises until farms become 
essentially tenants of the State.”^ 

It is the uneconomic type of farm where the provision 
of credit is most difficult. A number of European countries 
are following this policy. They are not content wth this, 
and the tendency has been towards making such small farms 
inalienable. In Germany it has been pushed to the limit 
where the farm of a certain size is inalienable and it cannot 
be sold for payment of any debts. The Hereditary Legisla- 
tion of 1933, which affects about 50%of the German farm 
land area, provides that all farms from 75 to 125 hectares 
in size are hereditary farms which cannot be affected. This 
means that there is no security on which money could be loan- 
ed to farms in such countries. In cases like these it is impos- 
sible for any financial institution to provide credit and in 

- E. C. Young, Farm Credit and Government,” in Journal 
(tj Farm Economics, August, 1938. 



202 


DR. A. i. QURESHI 


the scheme of provision of credit which follows, such coun- 
tries are automatically excluded unless they modify their 
existing attitude. 

Extension of Credit 

At this stage another very important issue arises. 
I he agrarian countries of Europe, who are producing cereals 
and other cheap agricultural products, are producing a good 
deal more than can be sold in the markets of the world in 
these days of economic autarky. In the circumstances it 
may be asked what is the use of providing them with more 
credit? The increased use of credit will ordinarily help 
them to produce more of these commodities with which they 
will further glut the market and thereby reduce the prices 
of these commodities still further. I’his is what happened 
in the last great depression. When the farmers found them- 
selves with reduced income owing to the fall of prices, they 
tried to recoup the losses by producing more, thereby reduc- 
ing the prices and aiding their own destruction. 

I am afraid if the present policies of the countries to 
increase the number of uneconomic farms for politiical or 
social considerations continue, the provision of more credit 
will not help the farmer unless the basis of production is 
changed. But a small farm instead of being a liability 
may prove an asset, if a proper type of intensive cultivation 
is carried on. 

It is a matter of great relief that the situation has 
begun to change in some countries. The enlightened 
peasants, when they get adequate financial help, do change 
the course of their production with the change in world 
demand, and in countries where they can get adequate credit 
to finance the new expensive types of crops, they do not fail 
to do so. This is well illustrated from the experience of 
Bulgaria where the change seems to be most striking and 
where the facilities for the provisibn of credit are fairly 
adequate. Before the last War, cereals accounted for 66% 
of her exports, fruit for 2% and tobacco for 1*3%. In 1935, 
the exports of cereals had fallen to 18%, while the exports 
of fruits had risen to 10%, and that of tobacco to 41% of 
her total exports. 
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In most economic enquiries, cmpliasis has been laid 
on the fact that a farmer should not persist in continuing 
with the production of cereals and other crops for which 
there is already an over-supply on the market. He should 
try to change his production to more expensive types of 
crops such as vegetables, fruit gardening and poultry farm- 
ing. Perhaps it is not fully realised that all these types of 
production require far more capital than the farmer has in 
the present circumstances. Unless and until adequate faci- 
lities are provided to the farmer to borrow money at a rate 
of interest which can leave him a fair margin of profit it is 
not fair to condemn him for persisting in continuing hiis 
traditional methods of production. It has been found that 
in most Eastern European countries, present rates of interest 
(having due regard to the risks and other factors) are rather 
excessive, and there is need for machinery which would 
mobilise the saving of the country or attract saving even 
from abroad, whereby the farmer could be provided with 
further credit, and he could also then be advised to change 
to these new types of production, w^hich would not only 
increase his own income and standard of living, but would 
also help to create a better type of peasantry with a higher 
standard of living, which state of affairs will also help the 
other countries of the world by raising the demand for their 
products by the peasants in these countries. Therefore, it is 
a matter of great interest, I should say of self-interest, to the 
industrial countries of the world, that adequate facilities 
should be made available to the small farmers to borrow 
money at reasonable rates of interest, and they should be 
guided in the use of this credit. 

llydernhad. A. I. QuRKsm. 



The Need for the Study of Insurance Finance 


The financial mechanism of a nation is, in modern 
times, probably the most important part of its economic 
equipment. The prime importance of this financial mecha- 
nism ib of recent growth, being a product and the logical 
sequence of the growth of investment system, mainly during 
the nineteenth century\ The raison d'etre of this part 
of the economic organization rests on the modern 
necessity of facilitating and controlling the flow of new 
savings from those who make them to those who use them. 
Its direct and epitomical illustration is a modem bank 
which, as a writer' puts it, borrows with one hand in order 
to lend with the other, an essential function which remains 
the same whether the bank is a vast joint-stock organization, 
with a wealth of resources and a network of branches and 
agencies, or a comparatively small private bank, or a 
pioneer bank in a new country, with a stock-in-trade consist- 
ing of a tent, a safe, a trestle table and a revolver.” 

A very important limb of the financial organization of 
a country are the insurance companies, which are responsible 
for investing a considerable part of the country’s savings. 
Unfortunately, things have not been so far seen in their 
proper perspective, and insurance finance, in spite of its first- 
rate importance, has been eclipsed and over-shadowed by 
industriial and banking finance. 

Recently, some writers have begun to pay attention to 
Insurance Finance also and attempts have been made to save 
it from being choked up by its two pampered sisters. 

The great importance of insurance companies as 

channels of investment can be realised from the fact that 

in 1932 the total assets of the British insurance companies 

totalled approximately £1,373 million and, of this amount, 

about £1,200 million was invested.’^ No less immense are 

► 

^ For an interesting account of this subject, see J. M. Keynes, 
A Tract on Monetary Reform, Chapter I. 

2 Thomas, S. E., Banker and Customer, Chapter T. 

^ Statist Insurance Supplement, July 8, 1983, 
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the American figures. The assets of the United Slates life 
insurance companies at the end of 1926, aniounted to 
$12,850,000,000. They exceeded, in the aggregatt^, th(‘ 
assets of all Savings Banks, and approximated lialf of the 
resources of all national banks. They were gn^ater than 
one half of the total value of all the railroad trackage and 
equipment of the nation. They were greater than the value 
of the word’s supply of monetary gold by one-third, and 
were equivalent to more than one-thirtieth of the national 
wealth.^ 

It is, therefore, a very fascinating, interesting and 
useful task to study how insurance companies obtain the 
possession of these enormous funds and what guiding prin- 
ciples they must follow in the investment of these funds. 
Unfortunately, the systematic study of insurance finance, 
particularly of the subject of insurance funds and their 
investment made so far is very meagre. On this latter 
subject, there are few good books in the English language. 
Out of these, L. W. Zartman’s, Investments of Life Insurance 
Companies, and Paish and Schwartz’s Insurance Funds and 
their Investments (1934) are important. The rest of the 
available authoritative material is in the proceedings and 
transactions of the bodies like the International Congress of 
Actuaries, Faculties of Actuaries, Institute of Actuaries, 
and Life Insurance Presidents’ Association (U. S. A.). 

Insurance journals and magazines and the Government 
Blue Books of various countries also throw random light on 
the subject with special reference to their own country. All 
this material still remains haphazardly scattered. A student 
of the subject has, therefore, to collect and digest this 
material, and then by winnowing out the mathematical and 
actuarial complexities, fashioning it according to the needs 
and trends of time and varnishing it with his own concepts 
and suggestions in theoretical niceties and practical aspects, 
dibtil it into a crystal liquid that he himself may reliteh and 
others appreciate. The importance of such a study is too 
obvious to need emphasis. 

^ See Dr. Ecker, Investment Tendencies of Life Insurance 
Companies,” Insurance Revieiv, March 16, 1936, 

F. 13 
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AMAR NARAIN AGARWALA 


The importance of this study consists not so much in 
its hitherto academic neglect, as in the fact that this subject 
is the very backbone of insurance offices; the latter must 
swim or sink with their financial soundness or weakness. 
Moreover, the subject requires fresh light and fresh verifica- 
tion every now and then because the angles of vision which 
direct the whole show, in this as in other spheres, are under- 
going rapid and violent changes. For example, the national 
tinge which must be imparted to insurance companies’ in- 
vestment policy is a new feature, coming ihto importance 
since the recent resurrection of Mercantilism and Colbertism 
in the guise of economic nationalism, and it has to be decid- 
'ed how far insurance companies, through their investments, 
should or can contribute to the national strength while re- 
maining as secure as the rock of Gibraltar. The situation 
is critical because, while the patriotic spur leads to an all- 
round national and comparatively lax policy in investment, 
consarvatism acts as a strong brake on the rapidly moving 
wheels of dynamic trends and tendencies; and insurance 
experts must chalk out the Golden me^an.” Well-aimed 
shots at the gilt-edged bull’s-eye, dwersification of investment 
and such other stock ideals have been shorn of much of their 
ancient glory and the whole question is in a melting-pot. 
The subject, therefore, needs careful and fresh study on the 
part of experts. Economists of our country must realise 
the importance of the matter. They must shake off their 
self-complacent aloofness, study the central and cognate 
problems and aflord the much-needed guidance. 

Allahabad University, Amar Narain Agarwala. 



A Note on the Problem of a Durable Good 


ln*lhis note we shall consider a snicill j)roducer whose 
operations do not affect market prices appreciably. In the 
first section we outline a solution of a simple case of this 
problem, where the entrepreneur has suHicieiit information 
to decide the price trend. In the second section we deal 
with the case of a producer who has only sufficient informa- 
tion to decide which prices should be regarded as being 
more likely. 

§1. We choose as zero time the dale of purchase of a 
durable good costing A. With it the entrepreneur could 
produce articles B starting from a commodity a. The pe- 
riod of production is fixed, k years, and the life of A is n 

years, irrespective of the amount of use to which it is pul, 

u being large in comparison with k. The product is sold as 
soon as it is ready and is not stored. In addition, we as- 
sume a constant interest rale of 100 r computed continuously. 

Starting with a units of commodity a let f{a) units of 
B be produced. Further, let the quantities a and the amount 
of labour h needed for ks treatment be given by the equa- 
tion />(y) — cj)(a) where h depends also on the time y from 
the date of purchase of this particular unit of a, and vanish- 
es after k years. 

The entrepreneur forecasts the prices of B, a, and 

labour at time t as the functions of t, B(/) (x (^), [!(/) respec- 

tively. In addition to the costs of material and labour let us 
suppose he has fixed costs of c per year. It will be seen that 
the method can be readily adapted to the case where the 
manufacture of B requires fixed proportions of other com- 
modities as well. 

Let us now consider a small interval at time X. 
Let us suppose the function «(/) of / gives the quantity of 
the raw material a which the enlrepreneur treats at time /. 
His income from the sale of articles produced in this short 
period will be / \a{t-k) . B(x) AU 
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Hitt costs will be for raw materials, a(^)-^(/) /\t 
for labour, At | j ^ 4>{a{f’~y)}(xy | 
and as fixed charges, c At 

His prolits in respect ol this period are, iherelore, 

A/ |^/’{a(/-/c)}jiv/)-aU)aU)-“p(0 | y) f^Y | “^j 

The discounted value of this quantity is obtained by multi- 
jdying by e where is the exponential function, and the 
total profit discounted to zero time is 

I /) a(i?)a(/) 1“ ^f) 

subject to the conditions that portions of the integrand lying 
outside the period, (o — n) are neglected. 

The entrepreneur’s policy would, therefore, be to choose 
a{t) in such a way as to maximise the ratio of the expression 
(1) to A. This problem could be solved by using the 
method of Calculus of Variations. 

§2. It is not often, however, that an ordinarily pru- 
dent entreprenear would undertake to forecast the price trend 
by assigning a definite price for each particular time. This 
forecast is much more likely to lake the form that one price 
is very probable but higher and lower prices are not im- 
])Ottsible. in mathematical language, he assigns only a 
probability of price to the particular instance of the period 
under consideration. Thus we have to substitute for the 
B(^), a {t) and [3 (/) of the preceding paragraph curves pi 
(4? Pii Pa (O 9 connecting positive values of B, a and (3 
with the the probabilities assigned ot them (negative values 
are regarded as inconceivable). Where the value is regard- 
ed as impossible the probability 0 is assigned to it and 
where it is regarded as certain the value 1. We consider 
only a contiinuous ” probability distribution. The dis- 
continuous case is simpler and the modifications required are 
obvious. 
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Since we assigned the value 1 to certainty p, (B, /) 

dB=l for all values of t and similarly for p- and j);,. 

Instead of our anticipated income and expenditure we 
obtain quantities which we may term the expectation of in- 
come or expenditure. For snstance, with an assumed 
price B his income in time At has f{ a{t — k) IBA/. lie 
probability lliat the price lies between B and B-j-dB is pi 
(B, t) dB. The expectation of profit is obtained by multi- 
plying this with the corresponding value of p and integrat- 

r ex.-) 

ing over all positive values of B, i.e., At p, (B t). 
BdB 

If we suppose that the entrepreneur would seek to 
maxiimise the ratio of his discounted expectation of profit 
to A we can again determine a{t) by the methods of iht' 
Calculus of Variations. 


Colombo. 


II. E. Peries. 



“ i'HE GROWTH OF FEDERAL FINANCE” 

Correspondence 

Sir, 

In his review of my book “The Growth of Federal 
Finance in India” published in the Indian journal of Eco- 
nomics for July, 1940, Dr. Cyan Ghand slates that my account 
of decentralization conveys the impression that the early pro- 
posals for financial devolution were the beginning of federal 
finance. This gives an utterly wrong idea of my book. 
My chapters on decentralization do not give the slightest 
impression that decentralized finance was federal finance. 
It is true that in Chapter XII of the book I deal with certain 
proposals which were of a somewhat federal character; and 
Richard Strachey, the author of this ])roi)osal, drew his ana- 
logy from the financial system of the IJ.S.A. But this pro- 
posal was abandoned, and the decentralization measure of 
1870 was not federal in character. Yet, this was the first 
step in the progress towards federalism, and this will not be 
denied by Dr. Ghand. There is ample justification for the 
title “The Growth of Federal Finance in India.” It is true 
that the outbreak of war (which happened just after the 
book was published) has put off an all-India federation, but 
the federal character of British Indian finances still remains 
intact, in sf)ile of encroachments on provincial autonomy 
inevitable in war time. 

My whole position in this matter has been made crystal- 
clear in the preface of the book. “With the inauguration of 
Provincial Autonomy on April 1, 19.37, federal finance has 
become an accomplished fact in British India. This is the 
final stage of a development that has been going on since 
1870 .... In 1870, Lord Mayo made a beginning 
in decentralized finance, and it has since developed by suc- 
cessive stages int i federal finance.” This is the idea worked 
out in the book. The other points in the review are matters 
of opinion, and their is no need for me to make any remarks 
regarding them. 
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Indian Agricultural Statistics (An Introductory .-luclyj — Ijy 

Dr. P. J. Thomas & N. Siiiidararama Sastry. Madras Univer- 
sity Kconoinics Series. No. Pp. 111, J939. {’rice not 

stated. 

One could hardly think of a more important subject in the 
sphere of economics in India than agricultural statistics, and the 
autliors are to he congratulated on ])resenting this small \oliinie to 
the studtnt and the gincral reader. Statistics we have few in 
this country, tliose i elating to agriculture are few and far between, 
and the degree of accuracy of such statistics is deplorably low. 
In the words of the authors : Unfortunately, even in the case nl 
crops for which independent estimates can be made, the discre- 
pancies baween the iigures of the “post mortem” examination 
and the revised estimates made now exceed reasonable limits. It 
was pointed out by Mr. (now Sir) H. A. F. Lindsay iu 1934 that 
'taking the last ten yeanp for which statistics are available, the 
trade record of the actual cotton crop which came into sight each 
season exceeded the official estimate by 838,000 bales on a total 
annual average crop for the ten years of 5,380,000 bales. In the 
case of jute, the trade estimate exceeded the official estimate by 
119,000 bales each season on an annual average crop during ilie 
ten years of 8,633,000 bales’ ”. If this is the condition with 
regard to crops like cotton and jute, the situation is much worse 
in the case of food grains. A considerable portion of the food 
grains does not enter the market at all, being transferred direct 
from the threshing floor to the household or underground granary. 
And these arc the statistics on the basis of which we build up our 
theories and calculations! 

The volume comprises four parts: (1) the historical side of 
these statistics (covering the major portion of the space), (2) stati - 
tical tables which are of great use, being compilations for previous 
(juinquenniums, (3) accounts of the way iti which such statistics are 
compiled in he II. S. A. and in England and Wales, and (4) dis- 
cussions on a few related problems like a census of production, 
food supply and population, the national income of India and the 
geneial standard of life. Most of the latest figures are for 1935- 
36 : one wishes that later figures were included : only the other 
day the Punjab Board of Economic Inquiry has issued a volume 
on the agricultural statistics of that Province for the year 1937- 
38 . 


211 



212 


REVIEWS OF BOOKS 


The random sample method is recommended for estimating 
crops. The point to he remembered in this connection is that 
whereas this method has proved useful in America and in Europe 
where standardisation is the rule, here in India, the selection of 
samples would he much more difficult : in the best of agricultural 
seasons, almost every village has some poor fields consequent on 
the poverty or the indifference of the cultivator. The observations 
of the authors are interesting : In the first instance, a fixed ])anel 
of three or four farms in each of about two hundred villages in 
each district should be chosen by a random method The method 
of estimating tlie average yield of these fields may be on the same 
lines as in crop cutting experiments. The estimate of the mean 
yield of the district will be available immedialelv after the last 
of the sampled farms is harvested.” 

One uniform statistical year and one uniform set of weights 
for the whole country — these will spell far greater benefits to the 
country economically than dominion status could secure in the 
political sphere, but for reasons not known and not understandable, 
the authorities in India have slept over this absolutely fundamen- 
tal reform. In the name of “culture”, “tradition”, “urestige” or 
“autonomy”, many a microscopic tract in India has stuck to its own 
year and its own weights. Some minor Indian States send some sla'- 
istics and do not send the rest. The result is that data became avail- 
able rather late, and even then such data do not give a correct 
presentation, being for different periods and in different units. 
Even in regulated markets, old weights and nomenclature conti- 
nue, and the result is that statistics are not handy. Surely, no one 
would lose by an immediate adoption of a uniform year and a 
uniform set of weights over the whole countrv, and one wishes 
that the authors had given more space to this all important reform 
yet being postponed. 

The tables are very interesting, but it would be better to in- 
clude figures for population (if possible) and for land transfers — 
as has been done in a recent publication by the Puniab Board of 
Economic Inquiry on the same subject so far the Punjab is con- 
cerned. The authors have done well in including a table on in- 
dustrial production comprising ten mechanised industries (Table 
TX) because after all theep industries ullimately mu^t depend on 
the primary raw material coming from the land (either minerals 
or crops). 

The paragraphs on the national income of India briefly review 
the estimates since 1900 and close with that for 1926-27 by Mr. 
ITndlay Shirras at Rs. 2,804 crores, comparing this with Col. 
Olver’s estimate of income from livestock in 1929 at Rs. 1898 56 
crores. The tables appended to the volume do give figures how- 
ever crude, with regard to agricultural and industrial production, 
and one wishes very much that the authors had attempted an esti- 
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mate of the national income in 1938 : it is a poor compliment indeed 
that experts like the authors should stop short at 1926-27. The 
difficulties in the way are stupendous, }»ut it is hoped that I heir 
second volume on this subject (the juesent is only ‘"an inlrodiic- 
tory study”) will include an estimate of the national income by 
tfie authors themselves. 

On food supply and population, the authors have some very 
sound comments to make. With analysed fi«;ures they dismiss the 
fear of insullicicnt food sut>plv as basele.ss, but point out that the 
urgency for more milk and more vegetables is great. They cjuote 
Sir John Kiissell to say that the yield of staple ciops on the existing 
acreage should be increased, and more land must be made available 
for dairy produce and vegetables : this would be the basis for crop 
planning in India. They further argue, and rightly, that the real 
issue is one of income and not of food supply only. They point 
out that “before 1911 India imported nearly the whole of its 
sugar, iron and steel goods, cement and paper, and three-fourths 
of its cotton ])iecegoods, but today this country ])roduces nearly 
all its sugar and matches, two-lliirds of its iron and steel goods, 
and three-fourths of its cotton piecegoods and a. good part of its 
cement . . .” This must mean more income for the country, nnd 
how^pver much maldistribution might rei<ni. it muct mean a higher 
standard of liviri" iTi the country as a whole. They have rightly 
struck a nail on the fiead of the spectre of over'})opulalion raised 
by some of our administrators and even ^ome of our economists 
by pointing out that in this matter international comparisons are of 
no value. A great deal depends on how far nature helps the poor- 
est classes bv its congeniality- how^ far the public authorities pro- 
vide for public erdighlenment and comfort — perhaps to a greater 
extent than what the level of the wage is of the poorest classes. 

There can be no difference of opinion with regard to the vital 
importance of an all-pervading census of production, and the 
observations of the authors deserve careful consideration by the 
authorities and the ])ublic : “ With the help of the Universities 

and the active co-operation of the Departments of Revenue, Agri- 
culture and Co-operation, the cost of such a census could be kept 
within reasonable limits. If a thorough census is taken once, the 
cost of future eensuses wall not be considerahl^e. India has lately 
taken a step forward in constitutional development, and there i*^ 
in every Provinre keen interest in rural uplift. This is iust the 
time to make an economic survey of the whole country. It would 
y)rovide very valuable data for drawing up plans for a general 
econoniir advanre, and it w^ould also provide a starting point from 
which he could measure in future the success of the various efforts 
at rural amelioration which have lately been inaugurated in many 
parts of the country.” 

S, Kf,.sava Iykncar. 


F. 14 
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A Guide to Punjab Government Reports and Statistics; Pub- 
lication No. 10 of the Hoard of Economic Inquiry, Punjab: 
by Cyril P. K. Fazal, Assistant Secretary, Board of Economic 
Inquiry, Punjab: 1939. Pp. 256: price Rs. 2. 

As Professor L. C. Jain says in his Preface, this is the ^li^l 
attempt of its kind in India to facilitate the study ol Provincial 
problems by students in Government archives, and Mr. Fazal de- 
serves to be congratulated on his patience and industry. In all, 
46 Departnjental Reports have been indexed, and Mr. Fazal has tried 
his best to give clear expositions of the four corners of each of 
these Reports. 

Even the Punjab is not free from “belated’' reports. Prof. 
Jain says : “In some cases it Avas noticed that two issues of a 
report appeared in one year, presumably in an attempt to work 
off arrears in publications. In eight cases the reports relate to 
the year 1936-37 althou-h more than a year has elapsed since 
new reports were due. Delays such as this detract seriously from the 
general as avcH as the statistical value of these reports. Apart 
from its apparent higli value to students, another use of this volume 
will be that the defaulting Departments of Government will' come 
to be prominently and frequently recognised by Government. In 
other parts of India where we have not got® such a publication, 
“ignorance is bliss.” 

S. Kesava Iyengar. 


Urban Working Class Cost of Living Index Numbers (1938). 
IN THE Fh jnjah : Publication No. 65 of the Board of Eco- 
nomic Irujuiry, Punjab, bv Rai Bahadur Ram Lai, M.B.E., 
P.C.S., Director of Industries, Punjab: 19 pp, including 
five graphs and five statements: 1939: price As. 8. 

This is yet another publication which must prove of great 
interest to the student of Indian prices and cost of living. This is 
the third yearly report on cost of living index numbers in five 
urban centres of the Punjab, namely, Sialkot, Ludhiana, Rohtak, 
Lahore and Multan. At the end of each month, retail prices ruling 
in each of these centres were noted by the local Superintendents 
of Industries, and the indices were compiled on their basis for 
each of the five rentres separately. The “group” index and the 
“general” index are arrived at by simple arithmetical calculations 
after allotting to each item and tach group of items suitable 
weightages, differing In each of the five centres on the basis of 
the importance of each item in. each locality. The “weightage” 
was allotted on the basis of intensive inquiries into family budgets 
of working classes. Seventy-five per cent, of the gross expenditure 
by tbe working classes is accounted for by food articles, fuel an4 
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lighting, clothing, house rent and miscellaneous, and the balance 
of 25 {>er cent, covered by items like education, marriages, inter- 
est on debts, travelling and religious performances — ^vhich are not 
accounted for in these index numbers for the evident leason that no 
“prices” could be ascertained for these items. 

In 1938, there was a general lowering in the general cost of 
living, varying between 12 8 and 5 5 per cent., and this was mainly 
due to lover prices of food commodities. The methods followed in 
compiling the data and calculating the index numbers are explain- 
ed clearly, and the graphs and the tables give the entire data on 
which the index numbers are based. The author, with his valu- 
able administrative experience, wisely refrains even from draw- 
ing an average for the whole of the Punjab on the basis of these 
figures for the five centres as he feels that such an average would 
he unreal. And he warns the reader against comparing his 
figures with those for other |)arts of India or for other countries: 
for one thing, the basic periods are different, and for another, the 
‘^weightages” for the different commodities would naturally differ 
as amongst different places. This caution against averages bears a 
striking contrast to the ease and confidence with which some of 
our “})Opulation” (ypevts estimate calories and divide the total 
amount by the total population and arrive at figures connoting 
doubt, despondency or despair. 

The opinion of Mr, B. K. Madan who has written the Preface 
that “in India, in spite of custom, wages and retail prices have 
proved more flexible, the economic system is more plastic, and a 
movement away from equilibrium is, in general, corrected more 
(piickly than in many Western countries”, coming from an expert 
having first hand knowledge of trends, is indeed heartening, but 
surely the comment he has made applies only to urban workers. 
At the end of a perusal of this tiny volume bristling with facts, 
one’s thought is provoked towards the state of affairs with regard 
to rural cost of living figures. Indeed, it would be much more 
difficult to evolve index numbers for rural cost of living, but the 
most appropriate body to make a beginning in this all important 
work, is the Punjab Board of Economic Inquiry. 

S. Kksav\ Iyengvu* 
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Commodity Prices in South India, 1918 — 1988: by Dr. P. J. 

Thomas and N. Sundaiarama Sastry : IJulletin iNo. 3 of the 

Department of Economics, University of Madras : 1940 ; Pp* 
64: Price Re. 1. 

This is a reprint, with some alterations, of articles published 
in the Madras University Journal of July, 1939. Five commodities 
are dealt with, namely, rice, coconut, groundnut, sugarcane and 
pepper. Vi^hen the authors decided to reprint the material in 
bulletin form, it would have been better to include a few other 
important crops like cotton and jowar. Even with regard to the 
crops handled, it is entirely an intramural study based on some 
tables from the League of Nations, some of the commodity in- 
vestigations like Patel’s '■‘coconut” and the Tarill l^oard’s “sugar”, 
and some periodicals like the Indian Trade journal and the Review 
oj the Trade of India. Although the title of the })ublication gives 
1938 as the last year included in the work, many of the tables slop 
short of earlier years — from 1931 to 1937. In some of the dis- 
cussions, later reports have not been used while earlier reports are 
referred to generously. For example, many of the ol)servations 
made on the basis of the Sugar Reports by the Tariff Hoard would 
have been more valuable and more up to date if they had been 
based on the series of later reports on sugar] try tlie Director, The 
Institute of Sugar Technology, Cawnpore. 

The tables compiled and reprinted serve a very useful pur- 
pose in showing the reader how, in the course of decades, Indian 
money utterly lacked in the fundamental connotation of a good 
currency, namely, stabilitv of value. For instance, over ten 
million acres are under rice in Madras, about five million tons of 
rice are produced annually, the life and prosperity of the culti- 
vator is so vitally related to the price of rice although it is mainly 
a food crop (and not a cash crop). Ihjt, the index number of 
the price of rice, taking the post-war triennium 1918 -1920 as 
the base, was at 73 in 1913-14. 112 in 1919-20, 61 in 1930-31, 
40 in 1933-34, and 50 in 1938-39. As all know, the behaviour of 
rice is not exceptional but only indicative of the general rule. 

The League of Nations Tables showing production in differ- 
ent countries of the world are highly useful in showing the re^ader 
that compared to countries like the U.S.A., Dutch F.a‘^1 Indies, 
Philipines, Siam and Japan, the |)roduction per acre in India is 
generally incomparably low. We have an l.C.A.R. of dimensions 
not known in any of those countries — so far as research is concern- 
ed — but results are lacking. Some little improvement during the 
last decade would have been there perhaps even without the LC.A.H. 
and it is high time that the I.r,.A.R. devotes more attention to 
the commercial side of the ])roblem and helps the average culti- 
vator in growing more and growing better. 


S. Kesava Iyengar. 
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AcKiciJi/riiKAL Statistics of thf (British) Pdnjar, i9i37-L^8, 
being the second Supplement to ^'Agricultural Statistics of 
the Punjab, 1901-2 to 1935-36’\ Publication No. 52 of the 
Punjab Board of Economic Inquiry : compiled by Gulshan 
Kai, B.Corn. : 1959. 15 pj). ; Price As. 1. 

This })ublication (comprises (>5 tables of which live are new 
ones. These new ones deal respectively with disbursements, collec- 
tions and oujstandings of principal under the Land Improvement 
Loans and Agriculturists l.oans Acts from 1901-2, the Punjab 
budget estimates for 1959-dO with actuals for 1937-58 and 
revised estimates for 1938-39, the general incidence of water rates 
since 1921-25, and the gross expenditure, income and net expen- 
diture by the Punjab Government on the Agricultural, Veterinary 
and Go-oj)erative Deoartments since 1916-17. Supplement No. 1 
issued last year added new tabh^s on ]>opulalion and the area and 
outturn of crops. The publication has been is'riied with a Pre- 
face by Mr. B. K. Aladan who appears to have su{)erviscd the 
compilation. 

Th(' tables are highly interesting, and the most prominent 
thought that occurs to one's mind on glancing through the figures is 
M'hy similar publicatiofts are not issued by all the other Provinces 
and major States in India. The special value of this small publi- 
cation is that the story of the Punjab's agricultural progress isi given 
in the short span of 15 pages for handy reference. The price of 
the volume has been kept very low. and one is bound) to envy the 
undergraduate of the Punjab who is able to know so much about 
his own Province so (asily, so cheaply and so promptly. 

S. Kesava Ivengak. 


Hoponsia, or the Sexual and Economic Foundations of a New 
Society, by J. 1). Unwin. Published by George Allen and 
Unwin, Ltd.. London, 1940. Pp. 175. 21s. 

fioponsia is an attempt on the part of late Mr. Unwin to 
indicate the conditions under which, according to the idea of the 
author, a really ( nergetic society is likely to be evolved. The 
author has tried to establish that there is a very close connection 
hetween the degree of sexual restraint exercised by a community 
and the all-round energy displayed by it. From this he argues 
that if a community wishes to become energetic and to rise higher 
and higher in the scale of civilization, then it should adopt a 
deliberate programme of sex restraint. I must confess that from 
the data utilised by the author the conclusion arrived at by him 
does not secern to follow as explicitly as the author has taken i' 
to be. This approach is certainly scientific but the conclusion 
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arrived al is very much of the same nature as time after time he 
characterises in others, to he temperamental.” 

In common with tlie studied practice of the British people, 
he has completely ignored India in lliis connection as if the his- 
tory and civilisation of the country had nothing to contribute to- 
wards the establishment of a relationship between sex restraint and 
cm rgy. pointed out by Hawlc ' in the Introduction, Unwin's 
idea if translated into practice would result in that four-fold 
division of society into Brahman, Kshatriya, Vaishya and Sudra, 
which were the chief characteristic of the ancient Vedic Indian 
civilization with its four Ashramas and the very strict sex-restraint 
contemplated under the well-known Brahmacharya regulation, 
both during pre-nuptial and post-nuptial periods. And there is 
ample evidence to indicate that so long as the jieople of India 
followed the system, the people were really energetic, and ever 
rising in the scale of civilization. Wdien the restrictions were gorv, 
degeneration set in and here we arc at the bottom of an abyss — our 
])resent laughed at and our past ignored. But I am glad to note 
that Unwin did hit at a truth, ages ago realised acd ])rcatised in our 
country. 

The other salient feature of the Hoponsian society would be 
the absence of money and credit in their present form. To start 
with, linw'in makes a distinction between money and currency. 
Money according to him has only to function as common deno- 
minator of goods and services to be bought and sold in the society, 
and as such any non-malhematical symbol and its multiples or sub- 
multiples could be adopted and utilised. Currency according to 
him is that which actually passes current from hand to hand in 
the settlement of transactions. For this he recommends cheques as 
the ideal thing. The proposed guild of bankers will credit each 
individual with what each he or she is able to earn as also with 
i.ny credit that the guild may decide to advance in view of his or 
her normal productive capacity. Against this the individuals will 
go on drawing their cheques, and the process will continue. 
Private property there will he, but everything will extinguish after 
the death of the individual. No interest will be charged and none 
paid. If one wants a bouse or a machine the appropriate guilds 
will supply him with the commodities and the guild of bankers 
with the cash to pay for them, and then realise the sum without 
interest by instalments spread over the life-time of the commo- 
dity supplied. After the loan is paid off the commodity will be 
destroyed, if not naturally exhausted by itself and a new one 
supplied in its place by the appropriate guild. 

The society envisaged by Unwin certainly holds promise of 
being energetic and progressive and as if the realisation of its 
component parts is not l)ased on any such radical change in the 
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human nature as is pre-supposed by communism and other utopian 
programmes given to iis by a host of thinkers, there are cliances 
of its being realised in practice. W e have no hesitation in saying 
that to us the schtine of things deliir^ated by Unwin seems to lie l)Oth 
sensible and })ractical and as such we recommend it very strongly 
for tlie serious consideration of our countrymen. 

B. G. B. 


Indian Economics, Vol. I, by G. I>. Jalhar and S. G. Heri, 1939, 

Oxford University Press. Pp. 514. Price Rs. 5. 

Indian Economics, by Professors Jathar and Beri is well 
known to sliulcnts and teachers of Economics in this country. 
The two voluraes in v liich it aj)pears are the best l.'xt-iooks on 
the subject and are prescribed in the prospectuses of practically 
all universities in India particularly for the B.A. Examination. 
Both the volumes have gone through a number of editions since 
they were first pul>lished about 1928 which shows alike that there 
is a keen demand for them and that the authors are anxious to 
keep them u])-to-dale. This is the si,rth revised edition of Volume 1. 
In it the aiilliois liav(' brought facts and figures up*tO'date. 
reviewed the situation *in the light of the rural legislation and 
programmes in the various provinces and discussed the position 
and problems of the sugar industry as well as recent developments 
in the hydro-electric projects and irrigation. 

The students will find the volume a real help. 

G. D. K. 


What is Wrong W'ith thi: Economic System? by A. W. Knight. 

Longmans. 1939. l^p. 179. Price 8s. 6d. net. 

The individualist economic system ever since it came into 
being about the middle of the eighteenth century has been subject 
to periodic breakdowns. This hook goes into the working of the 
system and seeks to answer the question, why do slumps occur? 
It also suggests a remedy for the disease. The author explains 
that slumps are inherent in the economic system itself and can- 
not he checked by ‘ short cuts to prosperity ’ like the manipula- 
tion of the volume of money and the rate of interest. The system 
guided l)y tlie profit motive. If it is to run smoothly without 
inflation or depression two tilings must balance, viz., (1) saving 
and investment and (2) production and consumption. When saving 
exceeds investment and consumption is less than production, 
trouble arises. As this is hound to happen periodically, slumps 
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must appear. Improvements in productive efficiency bring about 
increase of products. They will find a sale if purchasing 
power of the community rises. This happens in the case of the 
few profit-receivers and not in the case of the majority. The 
motive to maximize profits keeps ‘ costs ’ which are the incomes 
of the many, low. These, therefore, cannot consume the increased 
products. I'he profit-receivers' help absorbs them lor some time 
but there is a limit to their consumption. Satiation of their wants 
occurs at some point. The consumption thus falls short of pro- 
duction and further investment must slop which means that saving 
goes beyond investment. The system breaks : tliere is unemploy- 
ment and misery. Tlie author says: — 

In the last analysis the system suffers its recurring break- 
downs because of lack of consumers — an amazing 
paradox in systems where millions of people are 
living at or near bare subsistence level. No system can 
continue, indefinitely, to pour continually increasing 
riches into the laps of a few. The millionaire can 
only wear one pair of trousers at a time; he has only 
onfc stomach — some of them do not appear even to 
have that! ” 

But can the disease he remedied? Pt can he if the profit 
motive is tackled and by no ‘ short cuts to prosperity.’ The tackl- 
ing of the profit motive involves economic planning whose guid- 
ing principles will be (1) the control of the volume of investment 
and (2) the control oT income distribution. The author suggests 
the institution of a properly constituted Planning Commission 
which will 1)6 responsible for carrying out these two principles. 
He envisages a highly enlightened democracy that will see that 
the principles are actually and rightly carried out. The master 
control of that democracy will he the ‘common good ' — 'each for 
all and all for each.’ 

The suggestion is excellent indeed. Only it appears to be 
Utopian. Of course if we can have a democracy of the type con- 
ceived. this '^ordid v orld of oiirs would become a heaven. 

The book alTords interesting and cogent reading and is very 
clearlv written. 


G. D. K. 
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Waltkk Bagehot. By William Irvine. Longmans Green and (-o.. 

Ltd. 1939. Pp. 303. Price 12s. 6d. net. 

This book contains fourteen chapters. The first four give a 
life-sketch of Walter Bagehot and the rest are concerned with him 
as a thinker, writer and critic. Ihey explain his views on litera- 
ture, politics, economics and religion. The views are gathered 
from his literary, biographical and religious essays and the longer 
works like The English Constitudon, Physics and Politics and 
Lombard Street, 

Bagehot was an active and thoughtful Victorian. “ His career, 
as well as his Avritings,” the author tells us, “ was dominated by 
the concept of a life that should be practical without being 
worldly or sordid, religious without being narrow or visionary, and 
without being superficial — many-sided, rich and human.” 

As an economist Bagehot was an outstanding figure. His 
Lombard Street received high praise at the hands of W. S, Jevons, 
a contemporary ccononiisl wlio a"' rote "‘So far as I am able to 
judge it is by far the best account which we have of the working 
of our banking system.” Throughout the latter part of his life 
the Ministers and permanent heads of departments -consulted him 
so much that he was called “ a sort of supplementary Chancellor 
of the Exchequer.” Uj)on his death, Gladstone wrote : — 

During the time w hen I was Chancellor of the Exchequer 
I had the advantage of frequent and free communica- 
tion with him on all matters of finance and currency. 
Nor have I in all my experience known any one from 
Avhom in this important province more was to be 
desired, or who was more free or genial in the com- 
munication of his large knoAvledge and matured reflec- 
tion.” 

The final estimate the author gives of Walter Bagehot is : 

‘‘ Among nineteenth-century thinkers Bagehot ^vaR perhaps 
not one of the greatest, yet he was certainly one of the 
most universal. As a writer and thinker he did not 
enjoy the luxury of pre-eminent genius, but he possess- 
ed a breadth and balance which such genius frequently 
tacles. He included within himself much of the past 
and therefore much of the future. Image of various 
and widesj)read confusion, he applied with cool common 
sense and keen penetration an ancient and profound 
philosophy to an immense variety of problems, both 
old ami new.” 

The book presents an excellent biography of Bagehot and 
depicts clearly his views on various topics. It is a highly readable 
volume. 

G. D. K. 

F. lo 
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A Century of Social Thought. Duke University Press, Durham, 

North Carolina. Pp. 172. Price $2. 

This book presents a series of lectures delivered at Duke 
University in the year 1938-39 as part of the centennial celebration 
programme of that institution. The University developed from 
Trinity College whose origins lie in 1838-39 and whose anniver- 
sary was solemnized last academic year. The lectures were given 
by eminent men in various fields of thought, and discuss in a 
general way aspects of educational and cultural progress during 
the past one hundred years. Separately they are, each one of 
them, a unit in itself but collectively they depict the simultaneous 
and co-ordinate development of a centuiy in selected fields of 
learning. 

The lectures are given in number: They are (1) “An Evolv- 
ing Conception of General Education” by Charles Hubbard Judd, 
former Director of Education of the University of Chicago; (2) 
“ One Hundred Years of Economics ” by Harold G. Moulton, 
President of Brooklings Institution and Director of the Institute 
of Economics, Washington; (3) “Religion in the Last Hundred 
Years ” by Henry Sloane Coffin, President of Union Theological 
Seminary of New York; (4) “Science and Belief” by John C. 
Merriam, former President of Carnegie Jnstitute; (5) “Socio- 
cultural Trends in Euro-American Culture during the last Hun- 
dred Years ” by Pitirim Alexandrovitch Sorokin, Chairman of the 
Department of Sociology aC Harvard University; (6) “Plan and 
Performance ” by Robert Moses, Park Commissioner for New 
York City; and (7) “ American Juristic Thinking in the Twentieth 
Century” by Roscoe Pound, Dean Emeritus of the Law School 
of Harvard University. 

The lectures are at once popular and scientific, and thoroughly 
repay perusal. 

G. D. K. 


Discriminating Protection in India A Survey of the Tariff 

Since 1924, by B. N. Adarkar, M.A. (Cantab). 

An analysis of changes in the tariff since the inauguration of 
the policy of discriminating protection is published in “The 
History of the Indian Tariff: 1924 — 39” by Mr. B. N. Adarkar, 
issued by the office of the Economic Adviser to the Government 
of India. The analysis shows the great changes which have occur- 
red in recent years and gives the grounds therefor. A detailed 
analysis is presented of tariff changes for iron and steel, 
cotton textile, sericulture, bamboo, paper and pulp, match, 
h'^avy chemicals, gold thread and sugar industries. Ip each 
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case, the grounds on which protection was granted and the 
main recommendations of the Tariff Boards which were appointed 
from time to time have been explained. Moreover, an attempt has 
been made to explain the significance of every important tariff 
change and to answer all questions which arise from it regarding 
the scope of the protective tariff, the actual level of duties and 
the method of assessment. 

The survey ako includes a discussion of the way in which 
the policy of Imperial Preference and the steps taken to regulate 
the Indo- Japanese trade have affected the structure of the Indian 
tariff. The main principles which were observed in determining 
the scope of the trade agreements with the United Kingdom and 
the Colonies are explained. 

B. G. B. 


The Economics of a Declining Population, by W. B. Reddaway. 

George Allen and Unwin, Ltd., London, pp. 270. 8s. 6d. net. 

It is rather unforfcuriate that Mr. Reddaway’s book has been 
published at the present juncture. While discussing problems of 
public finance in chapter 9 of this book the author comments that 
“ a major war will make our whole discussion of public finance 
{if not tJu^ whole of this book) virtually irrelevant ^ But, to 
quote his own words again, it is a book “ which .seeks to look 
farther ahead than the next international crisis,” Now that the 
crisis of which he speaks has developed into a major war. the book 
will not attract the attention it deserves, while a good deal of 
\\hat he says has already become irrelevant. Nevertheless, as a 
discussion of long-range economic problems of a declining popu- 
lation. Mr. Reddaway’s book has intrinsic merit and has more than 
passing interest. His g neral position and the analytical theorems, 
by which it is backed up. are of intrinsic interest. And as an 
essay in economic analysis, it will help students of population 
problems in India to understand the dynamics of an increasing 
population by a process of inverted reasoning. 

Mr. Reddaway begins by reviewing the population trend in 
Britain. He shows that although the decline in total numbers will 
not begin immediately and will be small for a considerable number 
of years, yet with present figures for mortality rates, childless 
marriages and non-marriages, a decline in population is inevitable, 
unless fertile marriages produce an average of nearly three 
children, which is impossible if a family of two continues to be 
typical. The changing age composition of the population clenrly 
foreshadows the impending change, and the public is asked to 
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lace the situation that the next generation will be 20 p. c. smaller 
than the present one. Mr. Keddaway is, however, not an alarmist. 
For one thing, he maintains that ‘"the economic importance of 
population changes is often grossly exaggerated.” For another, 
he believes that s^reater welfare per head of population can be 
secured in the face of declining population provided the economic 
system is consciously adjusted to the requirements of a declining 
population. The greater part of the book is devoted to an analysis 
of the nature and process of such dynamic adjustment. This is 
an excursion into the region of guess-work and probabilities, but 
the author’s careful analysis has yielded convincing conclusions, 
a few important aspects of which may be summarised as follows. 

Mr. Reddaway first estimates the effects of declining numbers 
on “ particular ” and * general ” employment. In a country in 
which population has been increasing fast the re-adjustment of 
w'orkers to industiy caused l>y shifts in relative demand in different 
industries is a comparatively easy and less painful process, 
since such adjustment can he brought about through a diversion 
of workers to the expanding industries without there being an 
absolute decline of numbers in the contracting indu^ries. But 
when population is stationary or is derlining such re-adjustment 
will cause a considerable absolute declirfe of employment in 
contracting industries. Moreover, the shifts of demand arc likely 
to be more numerous, because the average real income per head 
being higher, people will spend a larger proportion of their 
income on semi-luxuries and luxuries, in regard to which con- 
sumers’ preference will change in a fitful and unpredictable 
manner. Since a declining population increases the risks of over- 
capacity especially as demand may always recede, both employers 
and workers will combine to make the economic system rigid and 
less amenable to adjustments. Hence, Mr. Reddawav is convinc- 
ed that special measures are necessary to smooth the process of 
economic adjustment. 

The author realizes, however, that the crux of the problem 
that he is studying is the probable effect of a declining population 
upon ‘ general ’ employmc nt. The analytical tool used by him 
in handling this problem is the Keynesian theory of the trade 
cycle. He explains that as the national income increases, so does 
the gap between income and expenditure on consumption goods. 
‘‘ The production of capital goods generates incomes without 
adding to the supply of goods to be bought out of those incomes.” 
Hence, it is the level of capital outlay which supplies the stimulus 
to economic expansion which in its turn determines the level of 
general employment. Mr. Reddaway tries to estimate the effect 
of declining numbers upon the level of capital outlay. “ There is 
no theoretical impossibility,” he says, “ about the maintenance of 
the level of capital outlay, especially if we visualize a great wave 



ftEVIEWS OF BOOKS 


225 


of inventions; but the probabilities are all against it, unless con- 
scious measures are taken to secure it. ’ One important factor that 
he emphasises is that owing to the fickleness of demand the risk 
of over-capacity (when demand recedes) will greatly discourage 
capital outlay- The author discusses next the deliberate and 
planned measures necessary either to stimulate outlay and thus 
start the cumulative process of expansion, or to increase con- 
sumption directly and to raise capital outlay only as a secondary 
effect. 

Mr. Reddaway next review^s the position as regards the size 
of the national income. From the point of view^ of the income 
received, the output per employed person will be higher, the larger 
the amount of capital per head. Now, the absence of popula- 
tion increavsp must mean a more rapid rise in capital per head,” 
unless the supply of additional capital falls too much. The 
author thinks that the supply of additional capital will not, if 
at all, fall much. (It is assumed that general employment will 
be maintained at^ a satisfactory level.) From the point of view 
of the income received, the average amount of capital owned by 
each person will he higher in future than in the past. Hut it may 
be argued that a declining population will deprive the economic 
system of the advanftiges of large-scale production. The author 
thinks that the situation can be met by reducing the number of 
companies rather than by reducing their size. In any case, this 
contingency will not arise when the population is stationary; even 
when it is declining the expanding market for luxuries will offset 
the effect of any contraction in the market for necessaries. 

As regards the distribution of the national income, the author 
argues that the return per unit of capital must fall leading to a 
rise in the rate of wages. The simplicity of this theoretical deduc- 
tion is, however, di^^counted by the fact that the return on old 
capital in other industries will not be affected (except possibly 
indirectly), unless some of the savings are directed into them too.” 
This he thinks improbable, because owing to absence of free com- 
]‘etition and general uncertainty, the new^ capital will not be suitab- 
ly distributed between all possible uses as required by economic 
theory. Moreover, the general fall in the rate of profit will sti- 
n-ulate research and inventions designed to substitute capital for 
labour. But the benefits of technical progress will raise, as in 
the past, the real value of all incomes. As regards class distri- 
bution, Mr. Reddaway makes the guarded statement that “ the 
division of fortunes amongst fewer heirs may accentuate the in- 
fluence of inherited wealth.” 

Next we have two chapters dealing with the effect of a 
declining population on public finance. A declining popula- 
tion would mean an increase in the bill for pensions, while at the 
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same lime it would raise the yield of death-duties. Mr. Reddaway 
thinks that the increased pension charges including the war pen- 
sions will off-set the increased yield of death-duties, with death- 
duties if anything having the advantage.” As regards education, 
from the budgetary point of view the smaller number of children 
would not be an adequate setoff to the increased number of old 
people. As regards public debt, “ an annual rise of one per 
cent in average incomes would just prevent the burden of debt 
from increasing if population were declining by one per cent per 
annum.” An interesting point which the author makes in this 
connection is that an average rise of prices (through currency 
management) to the extent of one per cent per annum will do a 
great deal to reduce the debt burden. But his optimism is shaken 
when he thinks of the difficully of avoiding slumps and wars, the 
cost of defence services, the increasing burden of maintaining the 
existing standard of social services and the pressure for improved 
standards in these services. 

What will happen to Britain’s international trade? The in- 
crease in the average real income per head of population will 
mean more trade, but it wdll represent a smaller proportion of its 
total economic activity, because the proportion of people engaged in 
services will increase, and “ services are a*imost necessarily an 
internal affair.” The total gain derived from foreign trade will 
be smaller, but since the need for imports would be smaller the 
terms of trade will be favourable. Moreover, with the cumulative 
growth of restrictionism in the shape of international trade, the 
problem of finding export markets will not trouble the British 
people any longer. 

The potentially favourable economic outlook that emerges 
from Mr. Reddaway ’s book is based upon the fundamental assmup- 
tion that the “ nation must become better at tackling the essen- 
tially man-made problem of general unemployment.” But when 
one comes to think of it and of the “ major war” that has domi- 
nated the economic scene the prospect is hardly rc-assuring except 
to those who believe in the triumph of reason. 


B. N. Ganculi. 


A Study of Indian Economics, by Pramathanath Banerjea. 5th 
edition. Macmillan & Co., London, 194^, pp. 395. Price 
10s. net. 

In this the 5th edition of Dr. Banerjea’s well-known book, 
the author has taken the opportunity to recast the text in many 
places, introduce much additional matter and bring facts and 
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figures up-to-dale. The style is simple and without any frills, and 
the exposition is remarkably lucid. Sometimes, one feels that 
space has been needlessly wasted in discussing general principles 
of Economics, a working knowledge of which is best taken for 
granted in a book dealing with Indian economic })roblems. Occa- 
sionally also one cannot help feeling that the attitude of strict 
impartiality and passionless poise is a little overdone lending 
insipidity to the treatment of some of the controversial problems 
in Indian Economics. However, the book is admirably planned 
and in less than 400 pages manages to give an excellent general 
idea of the whole subject. 


G. B. Jathar. 


Monetary Equilibrium, by Gunnar Myrdal. William Houge and 

Co., Ltd., London. 1939, Pp. 214. Price 12s. 6d. net. 

This book is a translation of the German edition which was 
itself a translation of the Swedish text of 1931. The popularity 
of the book can well be judged from its production in three lan- 
guages during the course of eight years. The important position 
that Prof. Myrdal occupies in the IJniversity of Stockholm as an 
authority on monetary problems, gives to this book a prima facie 
value. Coming as it does from the home of Wicksell, who was 
perhaps the first economist to approach monetary problems from 
a new theoretical angle, it gives us a very intimate knowledge of 
the conception of monetary equilibrium. Yet the title of the book 
is in one sense misleading. We do not find in it as we are naturally 
led to expect from the title, a systematic exposition of the con- 
tents and implications of the concept of monetary equilibrium; we 
find instead a criticism of WickselPs ideas woven round the 
theory of Monetary Equilibrium. The result is that the question, — 
What is, after all, monetary equilibrium? — remains unanswered, 
save in a very indirect manner. A majority of readers, the 
reviewer is sure, will wonder whether Monetary Equilibrium re- 
quires that changes in money should merely interpret changes in 
the behaviour of men in their attitude towards the non-monetary 
fields of life and whether that means that money should abstain 
from changing when there is no change elf^ewhere and abstain 
from remaining unchanged when there are changes ePewhere. 
An average reader is sure to ask. What then is non-monetary equi- 
librium? Does it signify a state in which factors other than 
money either remain con‘=tant or change harmoniously with 
changes in the monetary fields? Some light is no doubt thrown on 
these questions, but it is finally the reader himself whq wjll haV6 
to ansy^er gll these questiops. 
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However, the nieihod adopted hy Myrdal has some advan- 
tages. In his own words, The reasons for choosing this imma- 
nent method for the analysis and for ])resenling my own results 
as a development of Wicksell’s theory instead of arranging my 
exposition more directly and systematically according to positive 
theoretical principles, are, first, my belief that particularly in the 
present state of economic theory we should clearly trace the 
lines of tradition from the older generations of economists in 
order to prevent our literature from falling any more than neces- 
sary into Rabylonic barbarism. I hope that this mode of re- 
presentation will prove to have the advantage for the foreign 
reader that I shall be able to demonstrate Wicksell’s thought more 
clearly than w^as possible in the brief survey . . . even if my own 
positive analysis ran be less easily understood than otherwise.” 

The book contains chapters on Wicksell’s Statement of the 
Problem of Monetary Theory, The Concept of Monetary Equili- 
brium, Conditions of Monetary Equilibrium (three chapters)^ The 
Indifference Field of Monetary Equilibrium, Monetary Equilibrium 
as a Norm and Methods of Monetary Analysis, with, as usual, one 
chapter on Introduction. 

rile criticism of \^ icksell s ideas or rather the criticism of 
their exposition is to be found mosty in the three chapters on the 
Monetary Equilibrium and one on the Indifference 
field of Monetary Equilibrium. 

The sum and substance of the criticism of the second condi- 
tions of Monetary Equilibrium of Wicksell is that saving should be 
equal to value investment, that is, it should be equal to value of 
real investment plus depreciation minus appreciation. This may 
technically be a just criticism, luit one is likely to wonder whether 
after all Wicksell did not mean to say the same thing if he did 
not actually say it! 

The criticism of the third condition of Stability of the Price 
Level is an old one. We know how Wicksell was criticised by 
Davidson on this point and how he almost accepted that criti- 
cism. No economist io-day believes in the stability of the price 
evel as a necessary cendition of equilibrium. Wicksell’s blunder 
lay in thinking that since in disequilibrium the price level is 
changing, so in equilibrium it should he siahle. Und»r certain 
conditions, however, riahiiity of the price level can l)ecome a 
necessary causal factor for Monetary Equilibrium. Whether 
those conditions are implied in the consideration of Monetary 
on what precisely is meant by Monetary 
Equilibrium. One thing is certain; that stability of the price 
level is not a necessary condition of equilibrium. Whether we 
can say the same thing with regard to Monetary Equilibrium, 



REVIEWS OF BOOKS 


229 


depends on the clarification of certain ideas relevant to the con- 
ception of Monetary Equilibrium. 

The chapter on the Indfference Field of -Monetary Equilibrium 
is a difiicult one for an average reader. It is pointed out there 
how there aie many rates of interest with a number of combina- 
tions of them. More than one combination may create equilibrium 
situation. In other words, a change in rales may be effected in 
such a way as to leave the Monetary Equilibrium situation un- 
aflected. 

The chapter on Monetary Equilibrium as a Norm is a stimu- 
lating reading. Various possible* norms are considered besides 
those of Monetary EquHibrium. It is admitled that monetary 
manipulation cannot succeed in completely eliminating business 
cycles. Moie was V icksell one of those, as is pointed out in the 
footnote on page 181, "vMio wished to reduce business cyxle to 
purely monetary^ phenomena, which (as! .) ought have been sug- 
gested by the Monetary Theory which he huilt u}). The monetary 
and credit relations only give the cycles their a( umination as he 
always emphasized." 

The first two chajilers of the hook are ([uiie good. They in- 
dicate the importance monetary theory in the study of the theory 
of value, lu orthodox economics, the monetary and price theories 
remained unlinked. There the problems an dmse of relative 
prices, with money considered as having no independent value. 
Value of things could therefore he studied without considering the 
influence of monetary jdienomena. Thus^ in the earlier theory one 
eipiation is found missing . . . one liy which relative prices could 
he converted into absolute (m.oney) prices. The traditional mone* 
lary theory that attempts to fill the gap is the quantity theoTT of 
mouev. llul it fails to effect a proper iiite'^ralion of the mone- 
tary and price theories. The quantity theory does not supply^ the 
multiplicative factor. Thus, general over- or under-production 
are phenomena w'hich the more orthodox classical theories could 
not explain. For, the demand for one commodity, was for them, 
only another expression for the supply of another commodity or 
commodities. It was Wicksell who made the first systematic at- 
tempt at a proper integration of the monetary theories with the 
general theory. 

Prof. Myrdal’s book is more for teachers tlian for students. 
It is not always easy to keep the central theme in mind! while one 
is going through the various, apparently unconnected, smb-divisions 
of a chapter. 


F. 16 


J. K. Mkhta, 
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THK HOLE OF NATIONAL WAGE AND INCOME 
STRUCTURES IN INTERNATIONAL TRADE 

BY 

J. S. Qaj, M.Sc. Econ. (London), 

Vnivi^rsiiy Coll^’ge^ Rangoon. 


Ill the theory of intinnalional trade, a familiar technique 
has been evolved for dealing with real ratios of ex- 
change. In this held, the work of Torrens\ Ricardo," J. S. 
Mill,*' Marshall^ and Pareto’' is too well-known to need em- 
phasis. It is the aim of this paper to show that in order to 
translate the real exchanges ])ostulated by these authors in- 
to reality, cfutain conditions as to the relative wage and 
income-structures of the participating countries have to be 
fulfilled. 


I 

It will be recalled that in his analysis of inUunational 
trade, Ricardo assumed two countries, England and Portugal, 

' The Economists Rejuted, 1 {*>(){>. 

- Principles of Political Economy and Ta.eafiorK ('liaj>ter VII. 
Principles, iii, 1848. 

^ 77/c Pure Theory of Foreiirn Trade M870). 

'' Cour& d' Economic Politique ( ]8%l. 
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the latter of which had an absolute advantage in the 
production of both cloth and wine, being able to produce 
them with 90 and 80 hours of labour respectively per unit, 
as against England's 100 and 120 hours respectively per 
unit. If no international trade took place, England would 
have a domestic exchange ratio of 1 wine unit = 12 cloth 
units. Portugal would have a domestic exchange ratio of 
1 wine unit = 0 88 cloth units. If international trade look 
place, any ratio between 1*2 and 0*88 units of cloth per 1 
unit of wine would benefit both countries. Suppose the 
l atio 1 wane unit = l cloth unit is established. England gets 
one unit of wune with a less sacrifice of cloth than she would 
have had to incur, if she had attempted the domestic pro- 
duction of wine. Portugal gets one unit of cloth with less 
sacrifice for wine than she would have had to incur, if she 
had attempted the domestic production of cloth. There is 
ihus a saving bf labour in both countries, and both countries 
gain. 

I. el us ])ut these conditions into convenient symbols and 
write : 

Cc for Cost in Labour Units of Cloth in England. 

Cw „ Wim? in Fmgland. 

Kc „ „ Cloth in Portugal. 

Kw „ „ Wine in Portugal. 

Qc for Quantity of Cdoth exported from England and 

Qw for Quantity of Wine exported from Portugal. 

Now it is clearly profitable for England to exchange 
cloth against wine so long as the potential total cost of pro- 
ducing the amount of wine she requires, say Qw units, is 
greater than the total cost of producing Qc, the number of 
units of cloth that Portugal requires in order to part with 
Qw units of wine. 

Hence the condition Cw Qw^Cc Qc is the profitability 
condition for England. 

Similarly KwQwC^KcQc is the profitability condition 
for Portugal. 

Dividing the first inequality by Cc and the second by 
Kc we get 
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CV profitability condition for England. 

Kw<CQc as the profitability condition for Portugal. 

In other words, it is enough for profitable exchange 
that Multiplying this inequality on both sides 

, KC KW Ke. rni • T-i 1 

by we get 1 hat is to say, Portugal can 

{)roduce wine with less labour as compared with England, 

than she can produce cloth. Similarly, since ^ ^ 

England can jiroduce cloth with less labour as compared to 
Portugal, than she can produce wine. So each country ex- 
jiorts the commodity in which it has the comparative advant- 

In order that ihis mutually advantageous trade should 
take ])lacc, however, certain other conditions have to be ful- 
filled. The jn'oxinfale cause of importing a good is always 
that its cost in money is less than that of the same type of 
good produced at home. 

Let us for the niomenl assume a homogeneous gold cur- 
rency in both countries. Let us assume further that We 
is lh(» wage-ral(‘, in gold units per hour, in England, and 
that Wj) is the wage-rate, in gold units per hour, in 
Portugal. 

In that case, the Englishman will import wine only 
when the money cost of one unit of wine produced in Portu- 
gal, Kw W[), is less than the potential money cost of one unit 
of wine produced in England, Cw We. .Similarly the Portu- 
guese will import cloth only when the money cost of one 
unit of cloth produced in England, CcWe, is less than the 
potential money cost of one unit of cloth produced in Portu- 
gal, KcWp. So we get two further conditions in order that 
the real exchanges postulated by the theory of c^omparativ * 
costs may be translated into practice through the monetary 
mechanism. These are 

KwWp<Cw^We, and 

KcWp>CcWe. 
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Dividing the fiisl inequality by Cw and the second by 
Cc we gel 


Wp<We, and 
C./W ^ 

g Wp>We. 


In other words the English wage is a proportion of the 
Portuguese wage. This proportion lies between an upper 

limit of and a lower limit of • Since in our case 

Cc ( w 


both Kw and Kc were smaller than Cw and Cc respectively, 
the proportion is less than unity, and the English wage must 
be lower than the Portuguese wage. If Portugal complains 
that she is being invaded by the products of a race of 
‘sweated’ labourers, and proceeds to erecl tariffs against 
this ‘unfair’ competition, she is merely relapsing into the 
state of affairs before international trade, and loses the 
advantage of getting cloth from England with less sacrifice 
than she would have had to incur by diverting domestic re- 
sources from wine to cloth. 

One more condition has still to be fulfilled, before we 
can regard the trade as being in equilibrium, even in our 
simplified model. This is Mill’s equation of reciprocal 
demand, which is simply the condition that in equilibrium 
the value of exports must equal the value of imports. In 
our notation this would appear as the condition 
QcCcWe = QwKwWp. 


It is obvious therefore that 


/Qw Kw 

IqcCc 



Our simplified model, then, yields us the following 
propositions : 


]. Each country must have a comparative advant- 
age in respect of the commodity it exports. 

2. The ratio of exchange between the two commo- 
dities must lie between the limits set by their 
ratios of costs with respect to each country. 
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3. The wages in the country with the higher abso- 
lute cost-constellation must be lower than in 
the other country. 

These conditions might be clearly illustrated by means 
of a slight extension of Ricardo’s numerical example: 




Table 1 




Country 

Commodity 

ur Cost 

CU 

bC 

a 

‘V Cost 

1 

t-i 

c 

o. 

X 

W 

1 

o 

a 

W 

a; 



o 

a 

o 

c 

o 


a <1^ 






IJ 


1 

<•) 

3 

4 

5 

6 

7 

England ... 

Cloth ... 

100 

(V84 

84 

100 

8100 

England ... 

Wine - 

120 

084 

100-8 

i . • 


Portugal . . . 

Cloth ... 

90 

roo 

00 



Portugal . 

Wine ... 

80 

TOO 

80 

105 

8400 


[A/o/y‘: (1), (2) and (3) Assumed. 

( I) The Porluguese wage is assumed. The English wage is 
calculated from the e(|uation We--- 

^ Qc Cc / 

(5) 3x4. 

(6) Assumed in such a way as to lie within the limits of pro- 
ii table exchange. 

(7) 5x6.] 

Thus English cloth costs less money than Portuguese 
(‘loth, and l\)i1ugucse wine costs less money than English 
wine. In order that this condition may be fulfilled, the 
English money wage is at a lower level than the Portuguese 
money wage. Since the prices of goods are the same in 
both countries, the English real wage must also be lower 
than the Portuguese real wage. 

It is clear that the above result has been achieved by 
drastic simplifying assumptions. These assumptions may 
be summarized as follows: 

1. Only two goods. 

2. Constant labour costs. 
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3. No other costs except labour costs. 

4. No transport costs or other items entering into the 

Balance of Payments. 

5. A homogeneous currency system. 

6. Only two countries. It is now our task to re- 

move these assumptions one by one. 


II 


is that 


If we have a number of commodities 


We have seen in Section I that the condition of trade 
C'c ^Cw 
Kc ^Kw‘ 

entering into the trade between the two countries we can 

arrange their relative cost ratios on the same type model 

Cc .Cw 
as 


K( 




For example, let us assume that six commodities, 
A, B, C, W, X and Y enter into the trade between the two 
countries, and that we know the cost data in the two coun- 
tries to be the following: 


Commodity 
Lab. Cost in Eng, 
Lab. Cost in Por. 


Table 2 
A B C 

120 105 100 

90 85 90 


w 

X 

Y 

120 

100 

120 

80 

60 

60 


Using C to denote cost-data in England, the subscripts 
standing for the commodities, and K to denote cost-data in 
Portugal, the subscripts denoting commodities, one can see 
that 


X 


CJc 

kc 


Kb Ka 


Cw 

Kw 



Ky 


X 


In other words, England has a comparative advantage 
in C over all other commodities. It is quite conceivable that 
she exports just this one product, importing all the rest. 
This state of affairs could be maintained only if there were 
such a great demand for C on the part of Portugal that it 
counterbalanced the demand of England for all the other 
commodities. What concerns us most, however, is the fact 
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that England cannot export a commodity in which she has a 
lesser comparative advantage than in a commodity which she 
imports. That is to say, England cannot simultaneously 
export A and import B, since in the latter she has a belter 
comparative advantage than in the former. 

We can think of England as starting the production of 
C. She produces as much of C as Portugal will take, in 
addition to her own domestic requirements. Portugal gives 
in return the commodity which she has the highest com- 
parative advantage, viz., Y. A ratio of exchange is estab- 
lished between k and Y, on the principles explained in 
Section I. Neitlier country, however, can subsist on C and 
Y^ alone. So each diverts resources to the other commodi- 
ties. 

Iwidently the quantities of C and Y traded between 
the two countries will now fall. 

England finds that instead of producing both B and X 
it is to her advantage to exchange B against X with Portu- 
gal. Portugal also Tmds it advantageous to reciprocate. 

In this way we can ^^port and import goods. 

A is exchanged against Y\ B against X, and C against W. 
In each case, of course, the conditions as to the ratios of 
exchange laid down in Section I must be fulfilled. 

Let us construct a hypothetical table which fulfils all 
these conditions as to the ratios of exchange: 

Table 3 


\)inm<)dity 

Labour 
Cost ill 
Eng. 

Labour 
Cost in 
Port. 

Quantity 
Exports Eng. 
to Por. 

Quantity 
Exports Por. 
to Eng. 

1 


3 

4 

5 

A 

120 

00 

100 


B 

lOf) 

85 

100 


C 

lOO 

90 

100 

• • * 

W 

120 

80 


104 

X 

100 

00 


no 


120 

60 

... 

123 


\ Notr : If England exports A and imports Y, ihe international 
ratio of exchange has lo lie between the limits of I A- 1 Y (the 
English domestic ratio of exchange) and 1 A — I S Y (the ]^ortn;'iKsc 
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domestic ratio of exchange. Our assumed inleriiaiioual ratio of 
exchange, 100A:123Y, lies between these limits. Similarly for 
the other ‘‘pairs’' of commodities.] 

What will be the equilibrium ratio of Knglish to Portu- 
guese wages per hour? 

Mill’s equation of reciprocal demand gives us the 
condition that the value of exports must equal the value of 
imports. The money price of a good is its labour cost 
multiplied by the hourly wage. JXJie value of total exports 
of one good is its money price per unit multiplied by the 
quantity exported. If we write Qa, Qb, Qc, for tlie quanti- 
ties of A, B and C exported from England, and Qw, Qx, Qy 
for the quantities of W, X and Y exported from Portugal, 
we get the following expression for Mill’s equation: 

CcWeQc-f CbWeQb f CaWeQa - KwWpQw + KxWpQx 

+ KyWp(,)y. 

Hence. 

Substituting in our numerical example above, we find 
that We = Wp { • Hence We : Wp : : 223 : 325. 

If we assume that We = 2’23 gold units and Wp = 3 25 
gold units, we get the following tables : 

Table 4 



The 

Position 

in England 


Commodity 

Labour 

Cost 

Money 

Wage 

Money 
Cost per 
Unit 

Units Value 

Exported Exp orted 

1 

2 

3 

4 

5 

6 

A 

120 

2-23 

267 ‘6 

100 

26760 

B 

105 

2-23 

23415 

100 

23415 

C 

100 

2-23 

223 

100 

22300 

W 

120 

2-23 

267‘6 



X 

100 

2-23 

223 

... 

«•. 

y 

120 

2 23 

267-6 

• • • 



Total Value of Exports ••• 72475 
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Table 5 

The Position in Portugal 


Commodity 

Labour 

Cost 

Money 

Wage 

Money 
Cost per 
Unit 

Units 

Exported 

"Value 

Exported 

1 

2 

3 

4 

5 

6 

A 

90 

3*25 

292'5 

• • • 

... 

B 

85 

3*25 

276-25 

. . . 

... 

C 

90 

3*25 

292‘5 

... 

... 

AV 

80 

3*25 

260 

104 

27040 

X 

GO 

3‘25 

195 

no 

21450 

Y 

GO 

3*25 

195 

123 

23985 


Total Value of Exports ... 72475 


(1), (2) and (HI Assumed. 

(1)2x3. 

(5 1 Assumed, see Ta]>le 3. 

(0) 4x5.] 

As the English Wage 

— P \ W' { ^ Co s ts X Quan t. P ort. Exports L 
or . age | ^ Costs x Quant. Eng. Exports / 

wages in England can be raised if, ceteris paribus, (a) Portu- 
guese export quantities are increased, (b) Portuguese abso- 
lute costs ris(*, (c) Absolute costs in England fall, (d) 
English export quantities decrease. 

In other words, England can improve her wage struc- 
ture relatively to Portugal, only if her cost structure falls 
absolutely (Or if the Portuguese cost structure rises abso- 
lutely) and if her terms of trade improve. The first possibi- 
lity is excluded by our assumption of constant cost. The 
second is strictly limited by the area of profitable bargains.^' 

It will I)e noticed that the coellicient hy which the Portuguese 
wage has to ]ye multiplied in order to yield the English wage will 
be less than unity, if all Portuguese costs are lower absolutely 

F 2 
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III 

So far we have worked with ihe assumption that cons- 
tant labour costs obtain in both countries. We have now to 
jettison this somewhat unrealistic assumption. 

Under our assumption of constant costs we saw how 
the condition of profitability for both countries is fulfilled 

when have seen that under these conditions, 

England will divert resources to cloth, and Portugal to 
wine. If we assume increasing costs, what happens? 

It is obvious that as England produces more and more 
cloth, the marginal cost of cloth will rise. In other words, 
('c will rise. At the same time, as she contracts the output 
of wine, Cw will decrease. Similarly, as Portugal diverts 
resources to wine, Kw will rise, and Kc will fall. 

Therefore the difference between and is being 

reduced from four different directions. Sooner or later the 
two quantities will become equal. The #range within which 
the ratio of profitable bargains can lie is gradually reduced 
until it becomes zero. 

Let us try a controlled experiment. We will keep the 
first cost ratios as postulated by Ricardo, and the rest of the 


tlian English costs. For if A is to l>e exported from England, and 
Y imported in return. 

CaWe<KaWp, and 

CyWe>KyWp. 

Hence, Wp<We<^ Wp. 

Hence, ii Ky<Cy and Ka<CCa, the coefficient hy which Wp has 
to be multipied in order to yield We lie bclwe n limits which are 
i»oth less than unity. 

Similar reasoning v, ill hold good for each '|)air’ of inipoit and 
export commodities. Generalizing, we may say that the money 
wage-structure — and the rral-waire structure also, since the price- 
levels in both countries are the same in our example — will be 
lower in the country which is ineffici':nt in the al)solute sense in 
the production of all the commodities. There is the position of 
England in our illustration. 
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data as given in our Table 1. We will assume that the dif- 
ferences in the comparative cost ratios are wiped out in the 
way outlined above. We will further assume that the ratio 
of exchange is constant at I Cloth =105 wine, although the 
quantities exchanged go on increasing. In that case, keep- 
ing the Portuguese wage constant at 100, we find that the 
English wage, as calculated by the equation in Section 1, 
takes up the successive values of 0.84, 0.8 and 0.76. 

Table 6 
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I'hne A 





Cloth ... 

100 

00 

0*84 

ro 

84 

00 

100 

... 

8400 

Wine ... 

120 

80 

0-84 

ro 

100*8 

80 

... 

105 

8400 






Ihne B 




Cloth ... 

105 

87-5 0-8 

1-0 

84 87-5 

150 


12600 

Wine 

110 

80 

0-8 

10 

88 

80 

... 

157-5 

12600 






Time. C 





Cloth ... 

112 

87 

0'76 

ro 

85-05 

87 

200 

... 

17010 

Wine ... 

108 

81 

0 76 1 0 

82-08 

81 

• ■ * 

210 

17010 


\Notc: (1) Assumed. 

(2) Assumed. In England the labour cosl of cloth gradual' 
ly rises, and the labour cost of wine gradually falls. 

(3) Assumed. In Portugal the labour cost of cloth gradually 
falls, and the labour cost of wine gradually rises. 

(4) The English wage per hour, calculated from the equation 

Wp being taken as ] 0. 
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(5) The Portuguese wage per liour, assumed. 

(6) 2x4. 

(7) 3 X 5. 

(8) and (9j Assumed. ]>u( a constanl ratio of exchange of 
1 Cloth ] 05 Wine is j)ostulated. 

(10) 6x8 for exports from England, and 7x0 for exports 
from Portugal.] 

Here is a case in which there is a gradual expansion of 
production in the two countries of cloth and wine respect- 
ively, to the mutual benefit of both. Yet in order that the 
trade should be consistent with the monetary mechanism, 
the relative wage-rate in the country with the higher absolute 
cost levels (i.c., the relatively inefficient country) keeps on 
falling. It will also be noticed that the differences between 
the money prices in the two countries of the same commodity 
are gradually wiped out. 

The situation is not nialerially altered if we imagine 
the two countries as trading a number of commodities. The 
marginal costs of the collection of export commodities keeps 
on rising, and the marginal costs of the collection of import 
commodities keeps on falling, in the two countries. We can 
‘^pair off’ export and import commodities, as in Section II. 
In that case also, the English w^cige must keep on falling. 

IV 

The extension of our system to the case where there are 
other costs besides that of labour presents no great difficulty. 
International trade comes about, in the last analysis, be- 
cause of differences in natural endowments. On these 
natural differences are superimposed certain acquired dif- 
ferences. For instance, as Portugal specializes in wine- 
production, her labour and capital become adapted to that 
activity, and her original absolute natural differences as 
compared with England are reinforced by such acquired 
differences. 

Instead of working with labour units, we have now to 
work with representative units of combinations of product- 
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ive factors, e,g, and acre of land combined with 100 hours 
of labour and either a plough or a loom. In that case, the 
foregoing conclusions as to wage-rates will apply to factor- 
incomes generally, and the country with lower costs of pro- 
duction will have higher factor-incomes, if the monetary 
mechanism is to function. As the comparative cost differ- 
(‘nces are gradually evened out by specialization, the 
factor-incomes in the country with the higher costs will go 
on steadily falling, relatively to factor-incomes in the coun- 
try witli lower costs in terms of our composite units of 
factors of production. 


V 

We are now in a position to dt^al with the question of 
transj)ort costs, and other items in the balance of payments. 

Transport costs twill, roughly speaking, vary with the 
(piantities exported and imported. We have nu^rely to handle 
them as an addition to cccsts, when determining the compara- 
tivi‘ cost ratios. fhey make no essential difference to the 
tlieory. 

As for tlie other items in the balance of payments, it is 
obvious that import excesses in them must be counter- 
balanced, at any rate in the long run, by corresponding ex- 
cesses in the export commodity balance. For instance, we 
may conceive of Portugal as importing wine-presses from 
England. This would be an export of real capital from 
lajgland. To pay for this, Portugal must export more wine. 
Wt' may here use the figures of Table 1. If Portugal im- 
ports 560 money units worth of machinery from England, 
she has to balance this debt, sooner or later, by exporting 7 
more units of wine, z.e., a total of 112 wine units. Viewed 
in real terms this merely means that Portugal, by giving up 
7 more units of wine to England, acquires machinery which 
she could have obtained through domestic production only 
by giving up the production of more than 7 units of wine. 
This is the raison d'etre of all the other items of the balance 
of payments. The proper way to view international trade is 
as an exchange of goods and services. The items entering 
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into the trade may be capital goods, services of imported 
officials, services of hotel guides, or consumption goods. In 
each of these ^goods’ there must be a difierenct', of compara- 
tive cost, to make possible an international exchange. There 
is not the slightest need to draw a distinction between ‘Mer- 
chandise’ and ‘Other Items.’ 

The analysis of Section II would then be applicable, but 
instead of confining our attention to cost conditions of con- 
sumption goods, we would try to widen the scope of our 
enquiry to include the cost of production of the services of 
officials, of capital-goods, etc. 


VI 

So far we have assumed a homog(*neous currency 
system. What happens if we give up this assumption? 

We have to start with the simplified model of Table 1. 
We saw there how equilibrium in the balance of payments 
was attained with both exports and imports exactly equal to 
8400 money units, and how this situation necessitated that 
the English wage should be 084 per hour if the Portuguese 
wage level was 1*0. 

Let us assume that the two currency systems are 
severed from each other, and that by inflationary methods, 
the wage structure in England is raised to 1 unit ]>er hour 
in the depreciated currency, which we will call the £. l^^t 
us assume that Portugal also switches over to a paper cur- 
rency, but that she keeps her price structure stable in terms 
of her monetary unit, which we will call the Milreis. 

In that case, the price of one unit of cloth, in which Eng- 
land has the comparative advantage, will be £100. If 
Portugal wishes to import 100 units of cloth as before, she 
has to pay £10,000. In return she exports 105 units of 
wine, costing altogether 8400 Milreis. 

It is obvious that on the foreign exchange market, 
£10,000 will have to be exchanged against 8400 Milreis, 
and that a ratio of exchange of £ l==0-84 Milreis will be 
established. At this exchange-rate, the cloth unit which 
costs £100 in England will only cost 84 Milreis in Portugal, 
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and we get the situation as depicted in the following 
tables : 

Table 7 


Country 

Commodity 

Labour Cost 

O) 

O 

tL 

a 

Money-Cost 
£ M 

Quantity Ei 
ports 

Value 

£ 

Exports 

M 

1 

o 

3 

4 

5 6 

7 

8 

9 

England 

Cloth 

100 

1£ 

100 84 

100 

10,000 

8400 

England 

Wino 

1‘20 

J c 

120 100-8 

... 






Table 8 




Portugal 

Cloth 

90 

IM 

107 90 


... 

... 

Portugal 

Wine 

§0 

IM 

95 80 

105 

10,000 

8400 

\ Note : 

Table 

7. 







(iK (2), (3) and (1) Assumed. 

( 5) 3x4. 

(6) 5 conveiicd into Milreis at the rate» of exchai\ae J I 0 81 
Milreis. 

(7) Assumed. 

(8) 5x7. 

(9) 8 ronverled into Milreis at the assumed rale of exchange. 

Table 8 

(1), (2), (3) and (4) Assumed. 

(5) (> convert! d into £s at rate of excliange 1£ 0-81 Milreis. 

(6) 3x4. 

(7) Assumed. 

(8) 9 converted into .€s at the assumed rate of exchange. 

(9) 6x7.] 

In other words, although nominal wages are the same 
in both countries, real wages are lower in England, since the 
price-level is higher in England in terms of i‘s than in Por- 
tugal in terms of Milreis. 
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VII 

If we assume that one country is trading with a num- 
ber of countries, we can still work with our model, if 
we assume that it apportions its exports among its customers, 
and imports different products in return. 

We can now use the analysis of Section 11, particularly 
Tables 4 and 5. In the case analyzed there, it is by no 
means necessary for the balance of payments in respect of 
individual pairs of export and import commodities to be 
equal. Only the total of export and import values has to 
balance. 

Similarly, if we think of one country as trading collec- 
tions of commodities with different countries, it can have an 
adverse balaru'.e of payments with some (import items ^ 
export items) and a favourable balance of payments with 
others (ex[)ort ilerns^ import items). Rut the total of pay- 
uKuits in and* payments out should be precisely equal. 

It is obvious that this complication by no means affects 
our conclusion that the income level off the country with ab- 
solutely unfavourable conditions of production should be 
lower, if the benefits of international trade are to be shared. 


VIII 

In all this there is nothing strange. International 
trade is rarely, if ever, carried on in terms of barter. We 
buy a foreigner’s good because it costs less in terms of our 
money than a similar good produced at home. If the for- 
eigner’s money and our money are the same, and if we are 
inefficient in the production of every good as compared with 
the foreigner, these differences will express themselves as 
a dearness of all our products as compared with his. If we 
allow the foreigner to come into our country, he may bring 
in capital or labour and cheapen the costs in our industries. 
If, however, we choose to shut out immigration and still want 
to derive the bemefits of international trade, we have to re- 
duce our money-cost structure to an extent such that some 
at least of our products become worth the foreigner’s while 
to buy, for otherwise we cannot pay for what we buy 
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from him. If we insist on maintaining a high nominal cost 
structure, in terms of some paper currency, our currency 
will depreciate so that our goods become cheaper in terms 
of the JForeigner’s currency. International trade is, ulti- 
mately, an exchange of goods and services against goods and 
services, to the mutual benefit of all parties. If the process 
involves certain changes in relative national wage and in- 
come structures, that is no ground for complaining about 
them. They are merely part of the mechanism of interna- 
tional trade, an essential part, but merely a means lo an 
end — th(‘ securing of the gains of international specialization. 



A SIMPLIFIED VERSION OF THE TRADE 
CYCLE THEORY— I 

BY 

6. N. Adakkar, M.A. (Cantab.) 

In the Treatise on Money the concept of income was so 
defined by Keynes as to exclude supernormal j)rofils and 
losses. On that definition, saving could be said to differ 
from investment, the difference being measured exactly by 
the amount of profits or losses, as the case may be. Income 
is now defined as tlie net value of output, after deducting 
user cost. The gross value of the output is made up of 
factor cost plus user cost plus profit and the net value is 
made up of factor cost plus profit. We may consider the 
same thing from the side of expenditure. Aggregate income 
is necessarily equal to aggregate expenditure; tomorrow’s 
income will not be the same as today’s, unless tomorrow’s 
expenditure also is the same as today’s. Considered from 
the side of ex|)enditure, the value of the output is the sum 
of the expenditure by consumers on consumption goods 
(Consumption) and that by entrepreneurs on capital goods 
(Investment). Any reduction in expenditure will therefore 
mean a reduction in the value of output and therefore in 
income, a reduction in expenditure by consumers (i.e., an 
increase in saving) curtailing the income of the entrepreneurs 
and a reduction in expenditure by entrepreneurs (i.e., a fall 

250 
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in investment) curtailing the income of consumers. Thus 
we come back to the proposition so cleverly enunciated by 
Robertson^ that any ‘"hitch-up” in the flow ol purchasing 
power towards the purchase of final output is a dellallonary 
force. 

When income is deflned as the net value of output, 
saving is necessarily equal to investment. Saving, which 
is the excess of income over consumption, is merely another 
aspect of investment which is the excess of the net value of 
total output over the net value of consumption goods. If 
consumers save more than before, the sellers of consumption 
goods receive less than before; the increased savings by one 
class is ofTscit by losses incurred by another, and the total 
saving remains unchanged. 

In the Treatise the disparity between saving aiui invest- 
ment was made the ‘^"villain of the piece”; hut now saving 
is equal to investment ex clefmitione. The former proposi- 
tion was based on tjae assumption that the decisions to save 
and the decisions to invest are largely taken by diflerent 
individuals and are governed by entirely different considera- 
tions. This assumption however is still not denied; if so, 
that still indicates a potential source of disturbance. The 
amount of investment is governed by the ‘^‘inducenuuit lo 
invest,” while the amount of saving by the "''propensity to 
consume.” If these two, the inducemient to invest and the 
propensity to consume, are not in equilibrium, there is a 
disturbance in the economic system. In other words, if at 
a certain level of income, the amount which entrepreneurs 
choose to invest is not equal to the amount which pt^ople 
would like to save out of that income, the level of income 
will be altered in such wise that the amount which people 
choose to save out of the changed income is e([ual to the 
amount which entrepreneurs choose to invest. The result is 
that while saving is always equal to investment, the 


^ Economic Journal September, 193B. This proposition was 
further elucidated by Durbin in The Problem oj Credit Policy. 

Cf. my aricle ‘The Price Level in a Progressive State”, Indian 
Journal of Economics, July, 1936. 
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equilibrium between the amount which people like to invest, 
as determined by the inducement to invest and the amount 
which people like to save, as determined by the propensity 
to consume, is brought about by a change in income. 

The question then arises by how much will the total 
income have to increase as a result of a given increase in 
investment? It is obvious from the above reasoning that 
there will be no equilibrium unless a sufficient amount of 
voluntary saving is called forth to balance the increase in 
investment. 'I’he question, thendore, resolves to how much 
the income will have to increase to provide the requisite 
amount of saving, and the answer obviously depends on how 
much is saved out of each unit of income. If we know' the 
})roportion of each unit of income which is saved, we can 
just divide the requisite amount of voluntary saving by the 
proportion and- get the number of units that will be added 
to income in ord<*r to jjrovide the retjuiied voluntary saving. 
If X units is the increase in invesqnent, the voluntary saving 
required is x units. If the propensity to consume is such 
that one quarter of each unit is saved, the total inf ome will 

have to increase by i.e., 4 x units to provide x units 

4 

of voluntary saving. This 4 is called the Multiplier (k). 
It indicates the relation between net investment and total 
income. In the present example, the marginal propensity 
to consume is and hence 1 is th(* proportion of ^ ach unit 

of income that is saved, and k= ; we can generalise 


by saying k pro])ensity to coiismne 

Or, alternatively, the marginal propensity to consume is 

equal to 1 — 


The multiplier shows us at once how the position will 
stand when the equilibrium is established; but it is of the 
utmost importance to know how the process works itself out 
from the point when the equilibrium is disturbed to the 
point when it is re-established. It may be convenient to 
illustrate it arithmetically. 



VERSION OF THE TRADE CYCLE THEORY — I 


253 


II 


III IV 


VI 


vri 


vrii 


TS 

o 

* rH 

c; 


<D 


bl 

C 


<D 

cy 

-d 


(n 

d 


tJD 

C 


O) c 
9 

o <1^ 


G 
d 

^ QJ 


Q) 


Q) O 
jd jd 

-4-J ^ 

d ^ 
O d 


d oj 

9 a 

Cl o 

9 

d 

a; , 


o 

'n 

a> 

P. 


C/J 


re ^ 
o 

9 ^ 

o P^ o 
a 


dj re 


o 

!> 


9 o 

d 'ti 

VJ CD 

o ^ 
c 


.2.S 

crj fcJD 

re Qy 


T3 
p O! 

|o 

^ S) 

re d 

d o 


c o 'o X3 ^ 
> 


o 


G 

CD 

a 

-w 

£ 2 

d'^ 
.5 o 

p- 


tx 

d 


pi 

(1) g 
CL ^ 

w 


^ bi 

C 

d > 
t/j d 

► i/j 

;h 

c • 
di o o 
p -CJ 

> a ^ 

Qj p, 

'> 

" H 
d PC d 
-Tl 


O 


•73 

d 

a> 


re ►- 


9 + 
ct> 


to 

100 

10 

90 

90 

10 

10 

100 

tl 

100 

10 

90 

90 

20 

(10+10 = )20 

no 

t2 

no 

11 

99 

99 

20 

(11 1 9 = )20 

119 

u 

no 

11 ’I) 

f07 1 

1071 

20 

(ir9+8-i=)-2() 

1271 

t, 

127 1 

127 1 

1141 

114-4 

20 

(12 71+7'3 = )20 

134-4 

til 

200 

20 

180 

180 

20 

20 

200 


At period lo, theix^ was perfect equilibrium, voluntary 
saving (HI) being equal to voluntary net investment (VI). 
In ti, the equilibrium is disturbed, as a result of the 
entrepreneurs spending 10 more on investment (VI), say out 
of bank loans. /\s the consumer’s income at the beginning 
of the period (II) is unchanged at 100, the consumers plan 
lo spend 90 on consumption (IV) and to save 10 (III), on 
the basis of the existing propensity to consume (90: 100). 
(It will be observed that throughout the process the t)rop(m- 
sity lo consume is assumed lo be unchanged.) The ratios of 
columns III to II and IV to II are throughout equal to 
10: 100 and 90: 100.^ The consumers’ plans with regard 
to consumption are always realised (V), but not their t)lans 
with regard to saving. The increased expenditure on invest- 
ment by entrepreneurs (VI) means either increased profits 


~ This assiiiTiplion will be subsequently abandoned. See infra. 
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for producers of investment goods or increased disburse- 
ments to primary factors; in either case there is increased 
income (VIII) (increased expenditure necessarily involves 
increased income) and as consumption is unchanged at 90 
(V), saving, which is the difference between income and 
consurnjjtion, must increase by the amount by which income 
has increased, z'.c., by 1.0 (Vll). Thus, there is uninten- 
tional saving of 10 and total saving of 20, which is equal 
to investment (VI). The new investment may have been 
originally ‘'financed” by bank loans, but is immediat(dy 
balanced by actual savings. In t^, income is higher (11) 
and hence, on the basis of the propensity to consume 
(90: 100), voluntary and actual expenditure on consuni])- 
tion goods (IV and V) is 99 (higher than the consumption 
expenditure in ti by 9) and though voluntary savings (III) 
are 11, actual savings (VII) are 20, the difference being due 
to unintentional saving of 9 representing the profits made by 
the sellers of consumption goods. Actj^al saving is equal 
to investment. Income has attained a higher level. At 
each successive stage the unintentional saving diminishes, 
in In, when equilibrium is established, unintentional saving 
is zero and voluntary saving is equal to investment. The 
multiplier in (Vl/VlII) was 10, and hence an increase in 
investment by 10 leads to an increase in income by 10 x 
10=100 in In. It will also be noticed that the adjustment 
of income to the increase in investment is brought about by 
an increase in consumyition.'^ 

Whem the concept of the multiplier is defined and 
analysed in this way — which Keynes has not done in his 
book — several important aspects of it come immediately to 
light.— 

(1) The unintentional savings do appear to be a kind 
of “forced savings.” So, after all, Keynes was not right 

The multiplier, therefore, presumes a high elasticity of 
supply of consumption good.s fcf. Hicks, Economic JournaU 1936, 
p. 244). It also assumes away the differences lietween elasticities 
of supoly in consumption and investment industries. If the differ- 
ences are great, the investment multiplier will not have the same 
value as the employment multiplier. Cf. Keynes, General Theory, 
p. 115. 
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in deriding the idea. It must, however, be noted that the 
so-called forced saving may take place even without a rise 
of prices, that there might be unintentional consumption as 
well as unintentional saving, and that, as the unintentional 
saving is provided out of increased income, there seems 
little propriety in calling it forced. 

(2) There are passages in General Theory which 
suggest^ that Keynes was not fully aware of the fact that the 
process takes time’"^; so that the initial expectations which 
start the movement may be completely changed before the 
process is completed. A mechanical application of the 
multiplier may suggest that an investment of 10 million on 
public works will increase income by say 40 million (if 
k = 4), but it must be remembered that the very process may 
affect business confidence and expectations and other factors, 
for better or for ivorse^ before the 10 million have time to 
go through the necessary number of revolutions and to 
increase incomes. The above analysis would show that to 
achieve every succes^iive increase in voluntary saving and in 
income, money has necessarily to turn a full circle, which 
takes time.® 

The final result, as Professor Bertil Ohlin put it, 
depends on the relative ‘^^speed of secondary reactions.”^ 

“Tlie logi(’aI tlioory of ihe muttiplier which holds good 
conliniiously, without tirne-lag at all niomeuts of time” (G^^neral 
Theory, p. 122). ‘"In every interval the theory of ihe multiplier 
holds good.” (p. 12P>). 

Cf. Robertson in Quarterly Journal of Economics, Novem- 
ber 1936, p. 172-7d. 

‘‘You don’t know how to manage looking-glass cakes. Hand 
it round first and cut it afterwards.” Through the J.ooking- glass, 
quoted by Robertson, E. /.. 1937, p. 428. 

Cf. “The effects of a certain primary change varies with the 
time sequence and the speed of secondary reactions”. Prof. Ohlin 
gives the example of a bumper crop of wheat which may depress 
prices if it causes wheat producers to curtail their expenditure 
sooner than the expectation of cheapness of raw material causes 
flour producers or the expectation of chea])ness of bread causes 
consumers to increase their expenditure {Economic Journal 1937, 
p. 66-67). It is necessary to emphasise that it is not merely the 
speed with which means of payments move but rather the speed of 
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(This, incidentally, shows that certain phenomena which take 
time are better analysed by the process method — i.e., by 
following their working step by step through time — than by 
the method of expectations which tells us how the 
equilibrium position will be altered as a result of a change in 
initial expectations, provided other things remain equal 
during the transition. The results arrived at by the second 
method, particularly with regard to practical policy, are 
likely to be more controversial than those deduced by the 
first. 

It will, however, be observed from the above table that 
though the complete process is spread over a long time, 
quite a substantial increase in income is achieved in the first 
few revolutions.^ If the marginal propensity to consume is 
very high, the immediate increase in incomes will be fairly 
big, but if the velocity of circulation is very slow, the 
complete process will take time and may be interrupted, 
with the result that the final increase in income, though 
substantial, may not be quite as big as the theoretical 
multiplier (based on the high propensity to consume) may 
suggest. A high propensity to consume is likely to be 
associated with a low velocity (in |)oor agricultural cornmu- 
nities) and a low propensity with a high velocity (in rich, 
industrial communities). 

psychological reactions which is the governing factor'’. The reac- 
tions of purchases depends e.g. on (1) the speed with which profit 
and other income t x])ectations are affected; (2) the speed with 
which (a) amounts of cash in different hands are changed and (b) 
the willingness of credit institutions to give credit is affected; and 
(H) the actual casli and credit ])Osition when the primary change 
occurs.” {E. ]. 1937, p. 68). 

^ Dr. Hicks refe rring to the method of expectations, observes : 
“The change in actual production during the first period will in- 
fluence expectations ruling at the end of that period; and there 
is no means of telling Avhat that influence will be. There is a 
danger when it is applied to long periods of the whole method 
petering out.” Rut he qualifies his remarks bv saying : “But this 
generally means that there is a psychological unknown affecting 
the magnitude of the impact effect.” (E. J. 1936, p. 241). 

^ Cf. Mr. Keynes’ article on “The Multiplier” in the Nnv 
Statesman, 1933, 
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Another important point arising out of the above table 
is the equality between saving and investment. Mr. Keynes’ 
proposition in the Treatise that the equality between saving 
and investment is the sign of equilibrium and a divergence 
is a source of disequilibrium, gave rise to a controversy 
which continued till the appearance of the General Theory, 
It was argued by his critics that saving and investment are 
necessarily equal even in the worst stale of disequilibrium. 
The above table would show that it is so. Columns Vi and 
VII are throughout equal, not merely in and tn when 
there is equilibrium, but also at all intervening stages of the 
transition. But it must be remembered that this table is 
based on a difTerenl dermition of income, that which includes 
supernormal profit, while the definition in the Treatise 
excluded profits. The critics of Mr. Keynes blundered in 
not seeing the difl'erence between the two definitions, while 
Mr. Keynes’ mistake lay in not describing the process 
properly. In (reneral Theory Mr. Keynes changed over to 
the other definition^ of income (that including profits) and 
admitted the equality between saving and investment, but 
again failed t(» describe th(^ process properly, so that his 
statemenls in the General Theory^^^ such as ‘‘When invest- 
ment changes, income must necessarily change in just that 
degree which is necessary to make the change in saving 
equal to the cliange in in\ (\stment,” or “the effort of the 
public to consume a part of their increased incomes ^will 
stimulate output until the new level of incomes provides a 
margin of sav-ng sufficient to correspond to the increased 
investment” are again the subject of controversy. If saving 
and investment are necessarily equal (and it appears on 
examination that the equality continues throughout the 
process of transition) where is the sense, the critics ask, in 
saying that incomes must change in order to make “the 
change in saving equal to the change in investment?”^’ In 
the General Theory^ Mr. Keynes again failed to describe the 
exact process involved and also to stick consistently to one 
definition of saving, so that the critics were again puzzled. 

P. 184. 

Cf. Robertson. E. J. 1937, p. 129. 

F. 4 
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If a simple arithmetical description of events such as is 
given in the above table had been used, a good deal of 
controversy would have been saved. It was similar to the 
quarrel between two knights not being able to see the other 
side of the shield. 

When Mr. Keynes says (in General Theory) that 
incomes must change so as to equalise saving with invest- 
ment, he is using the term ‘’"saving"’ in the sense of voluntary 
or active saving; while when he says ""saving is always equal 
to investment”^ he is using the term in the sense of aggre- 
gate saving (active plus unintentional). Both are true, but 
the phrase ""saving is always equal to investment” conceals 
the real cause of the trouble; although aggregate saving is 
always equal to aggregate investment, voluntary saving is 
not always equal to voluntary investment and the equilibrium 
is established only when unintentional saving and invest- 
ment are reduced to nil and voluntary savinf^ becomes equal 
to voluntary invcstment,^'^ The failure to emphasise this 
equilibrium between voluntary saving aiid voluntary invest- 
ment (and the undue emphasis on the equality between 
aggregate saving and aggregate investment which holds 
always and without time-lag) was the most vital defect of 
the General Theory}^ 

Column 111 in the table above shows voluntary saving, 
column VI shows voluntary investment. The difference 
between the two shown separately in column VII is the un- 


12 Ct^ncral Theory^ pp. 61-65. 

12 Tliroiirrlioiit this paper the U rnis ‘'volunlayy’' saving and 
“active” saving are used in the same sense. “Aclive saving” is 
Mr. Hawlrey’s term. (Capaal and Employment, p. 176-80). Mr. 
Hawtrey's terminology makes no distinction between spontaneous 
and induced changes which are grou[>ed together in one term ""ac- 
tive”. 

12 Prol. Bertil Ohiin stresses the same point ]>y emphasising 
the distinction between e.i;-ante and e.r-post concepts. E^v-ante is 
anticipated, while ex- post is realised. Ex- post saving is necessari- 
ly equal to ex-post investment, but cx-antp saving need not be equal 
to ex-ante investment; and the difference is the cause of fluctua- 
tions. (cf. “Some Notes on the Stockliolm Tlieory of Savings and 
Investment,” Economic JournaE March and Tune, 1987.) 
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intentional saving which is equal to the increase in consump- 
tion (see cols. IV and V) and the consequent increase in the 
profits of consurnplion producers. 

We have so far referred only to unintentional savings. 
But there might be unintentional investment also. (Please 
refer to table above). If the increase in the demand for 
consumption goods in t^ from 90 to 99 is met out of stocks, 
there is unintentional disinvestment of 9 and our figure for 
net investment in col. VI has to be corrected to 20 — 9—11. 
The total income will be 99 (consumption expenditure) 
-|-11 (net investment) — 110, and actual saving (110 — 99) 
will be equal to voluntary saving. The further movement 
of output and incomes will be due to unintentional disinvest- 
ment instead of uninl^'ritional saving which is nil. There 
might also be an induced increase in investment in the 
process, because tlie sellers of consumption goods while 
replenishing the slocks may actually increase them (by buy- 
ing more for stocks than they have taken out of them) in view 
of the increased tiitnover. This induced increase of what- 
ever magnitude will be added to the spontaneous increase 
of 10 in investment which had taken place before in (ti) 
and the total income, when the equilibrium is reached, will 
be liigher than 200. 

The rise in income during the process of transition may 
not proceed at a uniform rate but may show a discontinu- 
ous trend on account of the possibility of unintentional and 
induced investment. It would appear, moreover, that for a 
complete explanation of the phenomena, we have to dis- 
tinguish between ihree kinds of saving and three kinds of 
investment, spontaneous, unintentional (or automatic) and 
induced, A change in saving which is due to a change in 
the propensity to consume is spontaneous, while a change 
which lakes place in response to a change in income is 
induced (Col. III). Spontaneous changes in investment 
come about due to changes in the inducement to invest, while 
induced changes depend on fluctuations in the demand for 
consumption goods. Unintentional or automatic saving 
(Col. VII) and investment have already been explained. 

For the sake of completeness, it may also be observed 
here that the assumption made earlier that the propensity 
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to consume remakis unchanged throughout the process may 
not be valid under all circumstances. If there is a change 
in propensity, the value of the multiplier and the total in- 
come in the final position of equilibrium may be larger or 
smaller than the assumption of a constant propensity would 
indicate.^"’ 

We have so far been discussing fluctuations in income 
in response to an assumed change in investment. We may 
now consider the inducement to invest. To use again Mr. 
Keynes’s terminology, the inducement to investment depends 
on the relation between the marginal efficiency of capital and 
the rate of interest. The marginal elhciency is not the same 
thing as the marginal productivity, but it may be convenient 
to explain it by an analogy with the latter. If we assume 
that the supply price of an instrument which lasts for four 
years is 100, its annual gross yield 30 and the total gross 
yield for four'years 120, its productivity is equal to the 
rate of discount per year, viz., 5, which equalises the total 
gross yield with the supply price. The ])roductivity may 
also be calculated in another way — as the instrument lasts 
for four years, its depreciation per year may be taken to be 
25 and as the gross yield is 30, the net yield (ignoring the 
maintenance cost for the moment) which nu^asures the 
productivity is 5. The production of an instrument will not 
be profitable unless the current rale of interest exceeds the 
net yield expecled from it. As different instruments have 
different yields, their produclion depends on the existence 
of appropriate rates of interest and we can, therefore, form 
a schedule showing the amount of investment that will be 
forthcoming at different rates of interest. Fluctuations in 
investment will, therefore, depend on changt‘s in marginal 
productivity on the one hand and on the changes in the rale 
of interest on the other. 

But this is rather a simplified account of the matter. 
The marginal efficiency is not the same thing as marginal 
productivity, because while the latter is in some way 
associated in its classical connotation with the value of the 
physical yield, the former is governed by expectations of 

This assumption is fiiriher discussed on [>. 49 infra. 
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profit and is, therefore, much more volatile. It depends on 
what Mr. Keynes calls the state of long-term expectation and 
is influenced by all kinds of passing events or even the 
rumours of such events, while each individual’s action so far 
as it relates to risk-bearing investments is governed not by 
what he himself expects the future to be, but what he expects 
the generality of people would expect the future to be. It 
depends on each individuars expectation regarding the 
public’s expectations. To justify any particular level of 
investment its marginal efficiency so determined must at least 
be equal to the current rate of interest. 

Mr. Keynes's doctrine of the rate of interest is the most 
revolutionary part of his theory. Once it is proved that 
aggregate saving and aggregate investment are necessarily 
equal, the old theory that the rate of interest equates the de- 
mand for capital with the supply of capital falls to the 
ground. It is true that a rise in the rate of interest would 
cause a larger proportion of a given income to be saved, but 
it would also cause a reduction in investment; and, there- 
fore, a reduction in income. A rise in the rate would, there- 
fore, lead both to lower saving and lower investment. Nor 
is it possible to argue that the rate of interest is determined 
by the marginal yield of investment; because that involves 
circular reasoning. The marginal yield depends on the 
existing scale of iinestment, but investment would not have 
been on the present scale unless the rate of interest was 
equal to the marginal yield. Thus, the theory amounts to 
this — The rate of interest is what it is because the investment 
is what it is, but investment is what it is, because the rate of 
interest is what it is. This is clearly circular reasoning. 

If the marginal yield is assumed to govern the rale of 
interest, there is no limit to which investment may proceed. 
The classical theory that the supply price of saving will, at 
some stage, rise above the demand price and will check 
further investment does not help, because every increment 
of investment brings about an increment of income and an 
appropriate incTemenl of saving. Whatever level of interest 
■stimulates or retards investment will also stimulate or retard 
saving to exactly the same extent. If the rate of interest 
simply measures the marginal yield, it must fall as the 
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marginal yield falls and will thus exercise no check on 
investment, which will proceed without limit. 

In actual practice, investment does not proceed with- 
out limit, but is checked by the rate of interest. There 
must, clearly, therefore, be some factor, other than either 
the marginal yield or the imaginary shortage of saving, 
which determines the rate of interest and keeps investment 
in equilibrium. Mr. Keynes suggests that it is the liquidity 
preference on money which prevents the rate of interest 
from falling. Rate of interest is essentially a price for the 
use of money. Money is not merely a medium of exchange 
but also a store of value. People can hold their resources 
not merely in the form of interest-bearing investments, but 
also in the form of money; and although hoarded money 
yields no interest, hoarding also has its compensation in the 
form of liquidity. Liquidity, up to a certain point, is no 
doubt a definite advantage, partly because it is convenient 
for various obvious reasons to have sufficient cash in hand 
to meet cash expenditure, and partly because we do not 
know the future clearly. Even if we do not have 
to spend the money, there may be more profitable op- 
portunities for investing it in future than there are at 
present. Mr. Keynes calls the last motive speculative 
motive, while the other motives for holding money are 
grouped together as transaction motives. By reason of these 
various motives liquidity, as said above, is a definite ad- 
vantage, but at the same time liquidity entails a sacrifice of 
interest. On account of this sacrifice involved, the desire to 
hold resources in the form of money cannot be equally strong 
for all people. Desire or no desire, some money will be 
held, for reasons of convenience in business; this amount 
depends on the level of income or activity [Mi=Li (Y)] ; 
but money held in excess of this amount is held out of 
purely speculative motives and entails an avoidable loss of 
interest. Opinions will differ as to whether it is any 
advantage at all to hold resources in the form of money for 
speculative reasons.^^ The decision depends mostly on 


Only those who are uncerUiin about the future rate of inter- 
est will hold resources in ca^h. So \on^ as ihe net rate of inter- 
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what each individual thinks about the future rate of 
interest. Those who think that the future rate of interest 
is going to be sufficiently higher than the present rate 
to compensate for the loss involved in hoarding money 
till the expected rise in the rate, will hoard it, while those 
who think otherwise will lend it. Thus the demand for 
hoarding is a variable factor and varies with interest 
[Mv = L2 (r)]; but the supply of money is fixed, so far as 
private individuals are concerned and the supply available 
for hoarding is limited. 

As said above, opinions are always divided as to 
whether one should hoard or not; if at any particular rate of 
interest, the division of opinion is such that the amount of 
money which people like to hoard is greater than the supply 
available, the rate of interest must rise so as to change the 
division of opinion and turn some of the former hoarders 
into non-hoarders in such a way that the amount of money 
required to satisfy the hoarders is no more than the supply 
of money available cfter satisfying the needs of business or 
needs arising out of non-speculative motives.^^ This is how 
the rate of interest is determined; it is a measure of the 
public’s liquidity preference, and as the amount of money 
required for transaction purposes depends on the level of 
income and activity, it is particularly a measure of that part 
of liquidity preference which arises out of the speculative 
motive. The rate of interest is a reward for not hoarding, 
z.e., it is a mechanism for restricting the hoarding desire of 
the people to an amount not exceeding the quantity of 
money available for the purpose. 

It may be worth while to analyse the idea of liquidity 
preference arising out of the speculative motive a litlle 
further. Every rise in the rate of interest involves a fall in 
the price of long-dated securities. A man lending his 

est is positive, holding resources in cash docs involve sacrifice, so 
that the uncertainty about (he future rate is the only conceivable 
reason for holding wealth in the form of cash. (General Theory. 
pp. 168-69, 201.02). 

Cf. Mr. Keynes’s analysis of the same phenomena in terms 
of a division of opinion between “bulls’ and “bears” in the Treatise 
on Money, Vol. I, pp. 248-57. 



264 


B. N. ADARKAR 


money on long term at the present rate of interest runs, 
therefore, the risk of a certain loss of capital if the rate of 
interest rises before ihe debt becomes due. Of course, the 
current yield of the loan is available to compensate the 
lender for the loss of capital. If according to the expecta- 
tion of the lender the interest earned on the loan up to the 
time when the rale rises is sufficient to cover the expected 
loss of capital, he will lend his money; otherwise he will 
hoard it. Thus, the decision depends on what he expects 
the future rate to be and whether the present rate is high 
enough to compensate him for the loss arising from his ex- 
pectation coming true. If, his expectation regarding the 
future rale remaining unchanged, the current rate falls, his 
desire to hoard will increase. Contrarily, if the current 
rale rises, his desire to hoard will decrease. The same 
results will conu^ about by a revision in his idea regarding 
the safe rate, even if there is no change in the current rale of 
interest. There is a limit to the extent to which the current 
rate can diverge from our idea of thf safe rate without 
necessitating hoarding. If the rate of interest on a 
long-term debt is 4 per cent, it is preferable to sacrifice 
liquidity unless on a balance of probabilities it is feared 
that the long-term rate of interest may rise faster than by 
4 per cent of itself per annum, /.e., by an amount greater 
than 0.16 per cent, per annum. If the rate is already so 
low as 2 per cent., the limit to which it can rise without 
causing capital loss is only by .04 per cent, per annum. If 
the rate of interest which an individual expects to prevail a 
year hence is higher than the present rate of 2 per cent by 
an amount greater than 0.04, there is a positive inducement 
to keep money idle for a year.^^ As Keynes puts it, 

Mr. Hawlrey expresses the same thing a little more accu- 
rately. ‘‘With a rate of interest of r per unit (or 100 r ])er cent) 
X years’ interest will be suHlcient to offVel a fall in capital value 
from 1/r years’ purchase to 1/r-n. The limiting rate of interest 

r 

after x years is therefore y^y- per unit.” (Ca])ital and Employ- 
ment, p. 190). To put the same thing differently, the permissible 

. . . . r * n 

increase in the rate is - 
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long-term rate of interest of (say) 2 per cent leaves more to 
fear than lo hope and olfers a running yield which is only 
sufficient to olfs I a very small measure of fear", hhus, 
the liquidity pn^ference arising out of people’s ideas about 
the future sets a limit to the fall in the rate of interest. 

It has been stated above that the amount of investment 
forthcoming at any particular lime depends on the relation 
between the marginal efficiency of capital and the rale of 
interest. 7'he marginal efficiency is governed very largely 
by the state of long-term expectation while the rate of 
interest J)y the speculative motives of the investors. Thus, 
investment is largely a lesiiltant of the business psychology 
and the psychology of the investors; in other words, it is 
governed more by irratioiuil forces than by calculation of 
marginal productivity ov the choice between deferred con- 
sumptio!! and present consumption.’^^ If investment is to 
increase, either th(‘ marginal efficiency must rise or the 
liquidity preference must fall. If there is no change in 
either, the quantity of money must be increased to make 
the rale of interest fr^l on the basis of the existing schedule 
of lic(uidily preference. 

Thus an iiicrcatse in inv^^stmenl depends on the marginal 
efficiency of capital, the liquidity preference schedule 
and the ({uanlity of money. As already stated, the increase 
in inconu' whidi results from a given increase in investment 
depends on the piopensity lo consume. Thus, there are 
four factors go vanning an increase in income — marginal 
efficiency of capital, liquidity preference, quantity of money 
and the margiinil propensity to consume. 

Mr. Keynes has shown that the reason why it is the 
rate of interest on money which sets a limit to the profitable 
production of capital assets is to be found in certain esstmtial 
properties of money. These properties are mainly two: — 

(1) That there is a gain from holding money in the 
form of the liquidity preference attaching to 
it, and 

Cf. Keynes in Quarterly Journal of Fxonoinics^ February. 
1937, p. 218. 
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(2) That this gain lends to be inelastic due to the 
fixity of the quantity of money. 

On the other liand, the gain from holding other assets 
tends to fall as their supply increases. As the gain from 
holding assets cannot difl'er from the gain from holding 
money, the inelasticity of the latter sets a limit to an increase 
in the su])ply of other assets. Every commodity or asset 
which is held over a period of time has a rate of interest, 
(which Mr. Keynes calls the own rate) which is equal to the 
yield of the commodity over the period plus any liquidity 
preference which attaches to it by reason of any convenience 
or security its possession gives to its holder, minus its carry- 
ing cost over the period. These three attributes may be 
called q, 1 and - c, resjiectively. The sum tolal of the 
three attributes measures the gain to be derived from holding 
each asset and although q, 1 and--c may differ from one 
asset to another, the net gain, q+1 ~c, must be equal in each 
case. If in the case of any assets, q+1 — c works out to a 
higher figure than in the case of others, the investment in 
that asset will increase, so that q+l will fall and c will 
increase making q-|-l“"C again equal to that in other 
cases. 

Different assets possess these attributes in varying 
degree; the gain from holding a fixed asset, e.g., a house, 
consists only in its yield q, (1 and c being negligible) 
the gain from holding a commodity is mostly negat^e con- 
sisting in its carrying cost, — c, (q and 1 being negligible^^) 
while the gain from holding money is its liquidity prefer- 
ence, 1, (q and — c being negligible). In the case of these 
three main types of assests, therefore, the condition that 
q+l— c must be equal in each case comes to this that q of 
fixed assets == — c of liquid stock 1 of money. Since our 
resources are in the form of money, any possible apprecia- 
tion of other assets in terms of monev must be added to the 
gain derived from holding them. If ai is the appreciation 

After the requirements of certain minimum stocks are 
satisfied, the liquidity preference falls to pero. This view is sup- 
ported by Harrod and criticised by Hawtrey. 
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of houses, and a 2 of stocks, a] + q ”^2 — c = l. ai j-q and 

a^ — c may be called the own rates of money interest. 

Now, another important property of money is that its 
supply is inelastic, while the supply of other assets is rela- 
tively elastic. As the supply of other assets increases q 
falls and — c increases, but as the supply of money does not 
increase, 1 does not fall. If, therefore, the condition 
ai + q — ao -- c = l is to be satisfied, ai, a^ (the degree of 
expected appreciation) must rise; that is, the present price of 
capital assets must fall in relation to their future price; but 
the present price cannot fall below the j)resent su[)ply price; 
thus, unless 1 falls, the profitable production of all other 
assets will come to an end at a certain stage. The conclu- 
sion is that it is the own rate of interest on money itself 
which sets a limit to the investment in other typi‘.s oi assets. 

Thus, it is not tlie rate of interest which has to adjust 
itself to the marginal elliciency, but the marginal elliciency 
to the rate. The cla^sifical economists had overlooked the 
fact that resources can be held in the form of money, not 
necessarily in the form of capital assets. If tlie. gain to be 
derived from holding money is greater than the gain to be 
derived from holding other assets, only money will be held. 
And the gain derived from money tends to be inelastic, due 
to the fixity of the quantity of money; the gain from holding 
other assets has, therefore, to attain equality with the gain 
from holding money through an adjustment of the invest- 
ment in other assets. 

Returning to the four determinants of national income 
mentioned above, the lower the rate of interest, the higher 
the investment, and the higher the marginal propensity to 
consume, the greater is the income corresponding to the 
investment. It is now clear from the discussion of the 
previous paragraphs, that the increase in investment may 
sometimes become impossible due to the failure of the 
interest rate to fall to a sufficiently low level. In a rich 
community the marginal yield of investment is naturally 
low; unless, therefore, the interest rate falls to a low enough 
level, further investment is impossible. It may be difficult 
for example to reduce the rale on long-term securities below 
2 per cent. This, therefore, is the first obstacle in the way of 
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an increase in income. But there is another and a more 
serious one, namely, that as income increases, the pro- 
pensity to consume declines. People save a higher propor- 
tion of a higher income. Thus, a higher investment is re- 
quired to produce a given income. If at any level of 
income, the amount which people choose to save is greater 
than the amount which is being concurrently invested by 
entrepreneurs, that level of income cannot be maintained; 
the excess saving will act as a deflalionery force and the 
income will be reduced to a level at which voluntary saving 
becomes equal to voluntary investment. The increase in 
saving (i.e., the diminished propensity to consume) which 
takes place in times of prosperity is due to the shift to 
profit which accompanies an expansion of output under 
conditions of diminishing returns. 

Thus, the stickiness of the rale of interest at a certain 
level combined with the tendency of saving to increase with 
increasing income and output are the two main obstacles to 
the attainment of full employment. To th(‘se may ])e added 
the irrational waves of psychology Vy'hich affect the marginal 
efficiency of capital and changing opinions about the future 
which determine the state of liquidity ])reference. It, thus, 
appears to be well-nigh impossible for a rich community, 
except by an accidental coincidence of circumstances, to 
maintain a state of full employment or even a steady level 
of output and income. 
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Introductory 

In a separate paper,“ 1 have discussed the economics of 
soil erosion — its nature and extent, its principal causes and 
its capital evils. 1 now turn to the methods of control 
usually adopted in the Wesl and discuss how far they can be 
applied to India. 

Necessity of Educating the Farmer 

The problem before us is to make the soil stay at home. 
For that, the very first thing to do is to educate our farmers. 
Wc must tell him all that is worth knowing about erosion 
and its causes, its nature and extent and the remedies that 
might be adopted. We must awaken the agricultural 
conscience of the country by active propaganda.'^ We have 
lost millions by erosion and those lost millions have to be 
iccovered. Conservation must be taught in schools, colleges 
and Universities, in markets, fairs and farms. Every 
farmer must be made intelligently conscious of the serious 
dangers of erosion so that conservation might become an 
individual responsibility. The good farmer is one who 
will farm as well as build his soil. The poor farmer is one 

’ Paper contributed to the 27th Indian Science Congress, Mad- 
ras. January, 1940. 

o Q£ Economics of Soil Erosion and its influence on 

National Life” in the Indian Journal of Economics, October, 1940. 

^ Report of the Committee on Soil Erosion in Ceylon, 1931. 
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who merely mines the soil. Demonstration farms and 
erosion centres must de started throughout the country to 
wake up the sleeping farmers. A short training in agri- 
cultural economics, forestry, soil conservation and agri- 
cultural chemistry for our farmers would be very valuable 
though its cost would be very high. For all this, we need 
co-operative effort and intelligent leadership. 

Tenancy Conditions 

A stable tenancy is a sine qua non because there would 
be no chance of erosion control unless tenants have a real 
security of tenure. The renting of land on short leases can 
only lead to an abuse or misuse of land. The main respon- 
sibility for preventing erosion must rest on individual 
owners. It is idle to expect that the stale shall be res- 
ponsible for each individual farm. Yet, no man can be 
expected to do his best for the farm unless it is for the 
permanent benefit of himself or his heirs. Security of 
tenure and the continuity of the family farm are essential 
in all schemes of soil conservation and erosion control. 

Stipulations relating to erosion control are now sug- 
gested in all future land leases. America has gone a step 
further by inserting such stipulations in loan contracts as 
well. Since 1927, the Federal Land Bank at Houston, 
Texas, and later on, other Federal Land Banks, whenever 
they grant loans, put in a clause in loan agreement which 
requires the owner to protect his fields by adequate terracing 
wherever and whenever it is found necessary. The Banks 
themselves provide experts in conservation who give every 
help and advice to the farmers in terrace building. All 
banks in the U.S.A. have been asked to co-operate in the 
effort to keep the soils at home. 

Importance of Research 

Expert scientific enquiry would be very necessary and 
valuable to formulate a co-ordinated plan of action. The 
collection of accurate data relating to erosion for the whole 
of India is urgently needed. For this purpose, a soil 
erosion survey would be necessary for each local area 
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by special experts. The science of soil conservation 
is still in its infancy, and hence organised and continued 
scientific research is essential. The anti-erosion methods of 
other countries must be carefully studied and tested to find 
out which of them will best suit a particular locality. In 
India, our experience in soil erosion is too limited yet to 
let us dogmatise on it. The best methods of erosion control 
to be adopted, the type of vegetation to be encouraged, the 
best methods of crop rotation to keep down the erosion 
potential — all these need careful research and enquiry. 
Crops have to be carefully classified for each local area into 
soil-building and soil-depleting crops^ and informations 
about them have to be widely circulated amongst the cultiva- 
tors. Expert and authoritative informations about control 
methods should be published in vernaculars for the benefit 
of tenants and landlords. The proper grading of terraces 
for different soils and slopes, the fall between terraces for 
different slopes — all these need careful investigation. The 
problem of control will vary from place to place according 
to soil, slope vegetation and rainfall. Exchange of informa- 
tion between different centres of research at home and 
abroad will help to prevent waste of entrgy and money 
inevitable in unrelated efforts, economise time and ex- 
})enditure and provide greater unity of action. The 
engineer, the agriculturist, the economist and the scientist 
will understand each other better and more fully by Joint 
and united efforts than by individual and unrelated efforts. 
Piece-meal planning is no good. The American Univer- 
sities — e.g. Wisconsin, Georgia, Missouri, Nevada, Colum- 
bia, Cornell, Michigan — all these and more — are co-operat- 
ing in erosion research and they offer adequate facilities for 
the study of conservation problem. 

State Assistance 

In the solution of this vast national problem, the State 
cannot afford to be merely an indifferent spectator. No 

See Transactions. Third International Congress of Soil 
Science, Oxford, 1935. 
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expenditure can be too large for it. Whatever may be 
spent for the purpose would, in the end, be a real economy. 
It would be really spending to save. The efforts of the 
American Government in this direction are really wonder- 
ful. The Federal Government established the Soil Conser- 
vation Service — a fedejal service — in April, 1935 and it 
spends millions of dollars every year to finance the 
conservation schemes. The S.C.S. programme involves 
more than half a billion acres of land and millions of dollars 
in investments. In has built a network of erosion stations 
where research in erosion problem is continuously carried 
on. 1'he best methods of control are widely demonstrated. 
It itself undertakes control measures on large watersheds. 
It educates public opinion by lectures, demonstrations, 
publicity campaigns, pamphlets and leaflets etc. In aildi- 
tion, there are 221 Civilian Conservation Corps (shortly 
called, the C.(].C.) which enrolled about 300,000 young 
men — trained by army officers — for work on soil conserva- 
tion, re-afforestation and fire-fighting. ^11 tliese have done 
very valuable work. The T.V.A. (Tennessee Valley 
Authority) and the Re-settlement Administration also are 
engaged in similar work. Tn addition, a programme of 
domestic allotment was also formulated in 1936. A Soil 
Conservation Act was passed under which the American 
farmer gets cash payments for participating in the conserva- 
tion plan and programme in his own farm. Under the 
A. A. A.'', 120 million dollars are provided to benefit the 
farmers in the Middle West who co-operate in conservation 
practices. 

Like the state, the railways also ought to be vitally 
interested in erosion control because every heavy flood 
causes serious damage to their railway lines and bridges. 
The St. Louis South Western Railway in the U.S.A. con- 
ducts terracing schools with illustrated lectures followed by 
held demonstrations. 


Ai>:ricultural Adjustment Administration (shortly called the 
Triple A). 
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Re-afforestation 

Re-aflforestalion and the protection of forests are vital 
in all erosion control. Forests attract rainfall, moderate 
extremes of U'mperatirre, check erosion by wind, increase 
humidity, conserve the water supply for natural springs and 
reservoirs and regulate the flow of rivers and streams. To 
rule the river, you must rule the mountain. ‘"Paint your 
hills green” is the new slogan in America. The problem is 
vast but we have to make a start. The more we delay, the 
more serious will the problem become. We really cannot 
afford to drift. In America, they give bounties on tree plant- 
ing and they encourage arbor days. Cash benefits are awarded 
or relief in taxation is given for the re-afforestation of steep 
slopes and hillsides. The lack of adequate fire protection 
methods is a serious danger. Fire-fighting methods must 
be improved and modernised so as to afford real protection 
of forests from fires. Compulsory re-afforestation of 
eroded areas and of, waste and idle spaces may also be 
introduced. Continuous sodding is a great preventive of 
erosion. The provision of grassed waterways and sod 
pavements to carry the \vater binds the soil and checks 
erosion. The re-seeding of former grass lands is necessary. 
Planting of trees round lakes, reservoirs and storage basins 
to prevent erosion from surrounding farms being washed 
down and silting them up is greatly desirable. 

Improved system of farming 

Erosion may also be controlled by scientific methods 
of farming. If the rain-water flow can be slowed down, if 
its velocity can be reduced, it will thereby reduce the volume 
of silt that is washed down. More soil will be held on the 
land, the water-carrying capacity of the rivers will be in- 
creased and ibe violence of the floods will be moderated. A 
wide adoption of conservation farming practices would 
contribute largely to control erosion and prevent or moderate 
floods. To control erosion effectively, the cropping system 
must provide for a cover of growing vegetation as long as 
possible during the rains. It must also supply organic 
matter to the soils. Deep ploughing will increase the 
F, 6 
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absorptive povn^r of the soil and thereby reduce soil-wash. 
Soils charged with organic matter do not wash or flow as 
badly as soils that contain poor quantities of them. Decaying 
organic matter — called humus — stabilises the material and 
enables one particle of soil to adhere firmly to another. 
Humus further prevents wind and water erosion by increas- 
ing the water-holding capacity of the soil and by improving 
its mechanical condition. The soil is opened out making 
aeration and penetration by roots easier. Heavier soils 
become more porous. Thereby they are able to store more 
water. Loss of humus will change the physical structure 
of the soil. Wind erosion can be controlled by use of 
fibrous-rooted grasses in long-time rotations. Soil loss is 
avoided by tilling with implements which will leave the 
surface of the soil cloddy and properly mixed with crop 
residues. If these clods are crushed and destroyed it would 
result in greater loss of soil. We must also return to the 
land all crop refuse — such as stalks, stubbles, and manures. 
Since erosion depends on velocity of* water, it would be 
best to equip the eroding soil with a surface tough enough 
to resist scouring. In many parts of America, it is now 
thought highly desirable that farming and live-stock e3Co- 
nomy should be made entirely dependent on grass and 
legumes.^ There must be a proper balance between soil- 
building and soil-depleting crops in order to ensure the 
productivity of the farms. Soil conservation is the key to 
a permanent agricultural system. What is urgently wanted 
is a system of agriculture that will live on the hills and 
let the hills live as well. 

Contour Strip Cropping 

Contour strip-cropping is now widely adopted as an ef- 
fective method of erosion control in the West. Strip-crop- 
ping is cropping in straight parallel strips laid out cross- 
wise to the direction of the prevailing winds. It gives an 
excellent protection until it is possible to terrace the land. 
It is both simple and economical. There are many types of 


« Wallace. Farmer^ 60, 4-9 (July 20, 1935), 
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strip'Cropping. Contour strip-cropping — in proper rotation 
i.e., alternating strips of clean-tilled crops (e.g., cotton or 
corn) with similar strips of close ahd densely growing or 
fibrous-rooted crops (e.g., small grains, legumes and grasses) 
along the contours of erosive slopes is a valuable aid in 
soil and water conservation. It slows down the velocity of 
water and enables more of it to enter into the soil, where 
it is stored for future use. It thus reduces soil and water 
wastage. If a sloping field is ploughed, planted and cultivat- 
ed around on the contour level — instead of u]) and down 
the slope — each row and plough furrow obstructs the down- 
ward flow of water, impedes its velocity and reduces the 
amount of silt that is washed down. On the other hand, if 
the land is tilled up and down the slope, the rows and plough 
furrows help soil and water losses greatly. ‘^"They become 
man-made channels for the concentration and the rapid run- 
off of the water. Contour furrows hold water, while the 
trees are growing. The moisture they catch may mean, on 
dry lands, the difl'erence between success and failure.”^ 

Strip-cropping has made hill sides and slopy lands 
more productive. It preserves terrace lines until it is 
possible to construct the terraces. 

Under certain (conditions, where the land is gently 
sloping or where rain-fall is light, strip-cropping may be a 
substitute for terracing.'^ Contouring, besides conserving 
moisture largely, solves wind erosion problems. It saves 
humus in soil and therefore its fertility. It also conserves 
tractor and horse-power. 

Contour trenching has recently been practised in India 
— especially in the Punjab. In the Hoshiarpur district it 
is widely applied. “The less precipitous slopes are marked 
out in a system of trenches. Each section is kept dead level 
along the contour so as to (‘atch the maximum of water. In 
average hill-side conditions a trench, 10 feet long and 
feet broad and deep, sloped upto a much wider top width 


Soil and Water Conservation in thr Pacific North West (Bul- 
letin No. 1773, U.S.A. Dept, of Agriculture, p. 22). 

8 Strip-Cropping. U.S.A. (Dept, of Agr.), No. 85, 1931, 
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costs 2 annas and will hold about a ton of water (25 
gallons). Its net effect over a catchment area of 200 acres 
is to prevent flooding in the stream-bed.'^ It is best to pre- 
vent hill-side wash. The digging of contour drains and 
silt pits (or sponge pits) as in Java or Indo-China, and 
ridges on the contour may also be tried. They have proved 
valuable in other countries and will do the same in India as 
well. 

Terrace Cultivation 

Terracing is another effective method for soil and 
water conservation. The terracing on hill-sides and slop- 
ing areas provides a mechanical control of erosion. It 
slows down and holds the water which would otlierwise flow 
down with increasing velocity. It thus holds back the soil. 
There are two principal types of it in /Vmerica, viz,, the bench 
and the ridge, and each type has its advantages. Broad- 
based and graded terraces are most effective. With an 
adequate vegetative cover they will reduce soil-wash and 
water losses considerably. Terracing will increase the out- 
put of the soil by increasing the depth of water penetration 
and thereby conserving the moisture in it. Water evapora- 
tion on terraced lands is much less than on unlerrac c'd lands 
and the resulting conservation of water is a potent factor 
in the control of wind erosion. The Mangum terraces in 
Carolina and Georgia have proved very useful. Power 
terracing machines are provided by the slate and let out to 
farmers in many places. Home-made tools are also largely 
used for the purpose. 

In the Philippines, terracing has been carried on with 
great success by the Igorots who — ^"with no tool save a stick 
and with no power save that of the arms and the legs"’ have 
converted whole mountains into giant flights of level spaces 
and have provided splendid means to irrigate them.^^’ Their 
rice terraces followed every curve of the mountain side and 

^ “Tackling the Soil Erosion Proljlrm*” — hy R. M. Gorrie, 
D. Sc. {Statesman, Sept. 10 1939). 

Scientific American, March 16, 1918. 
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they have replaced the old vertical hill -side vegetation by 
horizontol farming. In Ceylon, terraces are given a definite 
reverse slope against the hill instead of being level. In 
some states in South India, the terracing system of Java is 
slightly modified. The forking and clean weeding of steep 
slopes are abandoned and the soil is kept covered all the 
time by some selected weed. This saves the terraces from 
being washed down by heavy monsoon rains.’ “ Compulsory 
terracing has been adopted in many countries. It has not 
been adopted, so far, in India although Howard in 1914 
suggested it iti the case of all lands from which the forest 
canopy has been removed.’'’ 

Cover Crops and Rotation 

Planting contour hedges of leguminous plants would 
also be valuable as they helj) to bind the soil, in America, 
alfalfa planted on the contours reduced wastage of water 
and soil. Sorghunf or oats are good resislants to erosion. 
Round about the city of New York they have planted coni- 
fers to serve a double purpose, viz,, as a soil binder to pre- 
vent erosion as also to make a pleasing landscape. 

The ('.uhi\alion of leguminous cover crops or green 
manuring crops to de'crease the velocity of the surface flow 
is the first line ot defence in erosion control in most coun- 
tries. It prevents or moderates sheet erosion. A low 
ground cover [irotects the soil from the direct impact of the 
rain, increases the absorptive capacity of the soil and binds 
it firmly together. Floods will become less frequent and 
less destructive when the denuded watersheds are protected 
by a vegetation cover. It is necessary to investigate which 
of the various indigenous crops would be the best cover 
crop for any particular or local area. Creeping or prost- 
rate plants would be generally better than others. The crop 

Denham. Some Prac/ical Notes on the Prevention of Soil 
Erosion. 1926. 

Agri, J. of Indui (April, 1916, p. 134-41 and Oct., 1919, p. 
787-90). 

Quarterly Journal. Indian Tea Association. Fart I (1914), 
p. 24-30, 
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selected must be best suited to the soil, climate, farm needs 
and marketing facilities. The best cover crops tested and 
selected for the different parts of America are lespedeza, 
barley, vetch, wheal, mustard, rye, cowpeas, pigeon-peas, 
jack beans, sword beans, velvet beans, clover, timothy, 
rape, lupine, alfalfa, blue grass, legumes, cereals and other 
green manuring crops. 

Proper rotation of crops is necessary to increase the 
humus and to adapt the crop to the soil. It will also pro- 
vide an effective vegetation cover throughout the year and 
thus it will help to build up the soil again. 

Check Dams and Gullies 

Check dams have also proved effective for preventing 
soil and water losses.^ ^ They give water more time to soak 
into the soil, prevent the growth of gullies and conserve the 
water supply. By retarding the flow, they check erosion. 
Dams of stone or stone and wire at tile head-waters are 
valuable. Dams and weirs provided with aprons are made 
in Germany. Dikes or flat ditches are used in Carolina. 
Diversion ditches are also used to control run-off during 
and after the rains. 

Gullies must be checked and reclaimed. Dynamite has 
been used in many places to blast the gully banks with 
great success. Gully control by planting trees etc. is 
common. Black locust, Bermuda grass, honey-suckle vine 
etc, are specially recommended^'* for planting in the beds 
and banks of small gullies in order to aid soil-binding. 
Gully plugging has been recently attempted in the Punjab 
by a series of small check dams. They are made of stones 
or brush and logs, straw or woven wire, and the object of 
plugging is to delay the silt-laden flood and hold back the 
detritus until plant-growth can fix it firmly. As soon as 
soil, say one foot deep, is trapped the area is planted up 
with anything that will take root quickly. The plant select- 


Soil Erosion Conference, Pretoria, 1929. 

Amer. Forestry, Dec. 1917. Vide also Soil Conservation 
Practices, (t/.S.S.C.S.) Handbook, 1936. 
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ed varies from place to place. In the Punjab, Japlola, tohr, 
keora, willow bamboo, nara, banha and bhabbar have been 
used with success, ‘‘If this work is done in the head of each 
small nala, a large percentage of even the heaviest storms 
sinks into the sub-soil emerging weeks later in rejuvenated 

springs In the case of bigger rivers, a different 

technique is required. One cannot force a big torrent into 
obedience. It has to be humoured rather than bullied by 

massive dams If a series of Banha hedges is put 

at a slight angle to the force of the torrent, they will act 
as tooth-combs to rob the torrent of some of its force and of 
its silt which is deposited between and behind the hedges. 
The filling of ditches with straw for catching and holding 
the soil flow is common in India. In America, large gullies 
are often converted into farm wood lots to serve the double 
])urpose of checking further destruction of land and also 
giving a supply of farm timber in the least valuable part 
of the farm. 

Liming of soil* also controls erosion. It is an import- 
ant factor in soil conservation.'^ In soils where acidity is 
high enough to jeopardise the success of a crop, it is valu- 
able. The liming of soil pays not only in increased crop 
yield but also in the restriction of top-soil erosion. 

Control and Conservation of Wild life 

The control of over-grazing and the improvement of 
grass lands are urgently called for. Proper grazing prac- 
tices should be encouraged. In Texas, payment is made 
for deferred grazing. By this means, a portion of the 
ranch is withheld from grazing for a definite period. The 
provision of permanent meadows and pastures has also 
been attem])ted so as to save the rest of the fields from ovei- 
grazing. The regulation of wild life is part of the co- 
ordinated conservation plan in the West.^^ The useful 

R. M. Gorric. “Tackling the Soil Erosion Problem,” Skiffs- 
man. 10 Sept., 1939. 

Sec Soil Conservation, Nov., 1935. 

Report. National Wild Life Conference, Washington, 1936, 
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species of wild life must be preserved. Drainage and re- 
clamation of marshes have destroyed the breeding grounds 
of the water-fowl and other forms of acquatic life. 
Deforestation and pollution of lakes and streams by erosion 
and other causes have destroyed animal food and jeopard- 
ised the survival of wild life. The removal of all weeds 
and other vegetation not of direct use to man is responsible 
for great damage to wild life. Unrestricted hunting has 
destroyed wild life in the country side. Bird-life needs 
protection to control the ravages of insects and other crop 
pests. Birds are very useful to farmers. Without favour- 
able woodland conditions, bird-life cannot thrive at all. \11 
burrowing insects that go below 6 inches effect a gradual 
inter-change of soil and sub-soil in varying degrees.’’* 
Wild life provides the farmer with extra food and income 
— besides the pleasure of good game. Wild life, by itself, 
is a farm crop. The rapidly vanishing population of water- 
fowl, quail and other birds must be rehabilitaled. They 
need a favourable habitat, proper food and proper cover. 
Uncontrolled hunting, trapping and fishing have consider- 
ably affected the wild-life population in every country. The 
beaver in the West is a valuable animal. Its value lies 
more in what it does than in its hide or fur. Its rapid des- 
truction has been a great mistake. The conservation of the 
beaver is a necessity in America because it prevents ero- 
sion. The earthworm is valuable for loosening up and 
aerating the soil. 

The mischievous types of wild life have to be control- 
h d or destroyed. The potential pests must be eliminated. 
Very often, soil erosion is caused by burrowing rodents. 
Gophers, squirrels, rabbits, woodrats and field-mice do 
considerable damage to terraces, structures and plantings 
in erosion control.^’’ The Kengaroo rats destroy terraces 
badly. Over-grazing causes erosion. Live-stock must be 
controlled in all woodlands and slopes. The goat is the 
arch-destroyer of the natural covers on hills and fields. 

Ecology. April, ]935. p. 127 — 36. 

Soil Conservation Digest, July, 1936, 
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They are "‘the machine-guns ol the loresls.”“^ Slock reduc- 
tion is now recognised as part of a regular conservation 
plan in the West. But in India, the cow is a sacred animal 
and it is a sin to kill a bull. Useless live-stock thus hangs 
on and this helps over-grazing and erosion. Stock-reduc- 
tion becomes a hopeless task in India in the face of deep 
religious convictions on the one hand and general illiteracy 
on the other. 

Our cropping system should be so arranged as to give 
the maximum vegetative cover for the soil to prevent erosion 
as well as maximum food and cover for wild life. Fodder 
resources for live-stock have to be developed. Some trees 
and shrubs are particularly valuable for pheasant roosting 
cover. Over-cropping has so denuded the land surface that 
it has destroyed nesting sites, refuges, sanctuaries and 
covers for wild life. Dust storms affect birds and other 
animals badly. Game food from wild fruits and forest 
products has seriously declined. The retirement of sub- 
marginal lands offers a splendid opportunity for the conser- 
vation of wild life. Hitherto, our forest policy looked 
after human interests only. From now, it has to look after 
the interest of wild life as well. Forestry must be reconcil- 
ed with the needs of wild life. The game is an annual 
crop and our aim should be to ensure a self-growing annual 
crop of game to compensate the farmer for the retirement 
of his sub-marginal lands in the interest of erosion control. 

Ponds and Tanks 

The provision of farm ponds has been encouraged in 
different countries. If every farm will have its own pond 
for storage, it will conserve rainfall, moderate floods, check 
erosion, provide water for live-stock and fill the sub-soil 
storage by seepage. Old water-works of all kinds should be 
improved and restored while new ones should be created. 
Every drop of water should be conserved to increase the 
underground storage.^^ 

R. M. Gorrie ‘Tackling the Soil Erosion Problem,” States 
man., Sept. 10, 1939. 

He Marsh, /. of India, Oct.. 1906, 
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Shore Line Erosion 

Rivar-bank erosion is controlled by revetment of the 
bank. Willow and wire mattresses or stone mats — with one 
side ballasted with rock and sunk in the stream and the 
other side reaching up the river bank — are used in American 
rivers to protect the shore-line from the ravages of floods — 
especially in the Missouri and the Mississippi. They 
resist under-cutting and erosion. Re-inforced concrete 
piles, pile dikes, stone baskets and riprapping are also 
employed with the same view. The slowing down of the 
uj)stream current by artificial barriers has also been attempt- 
ed. In Canada the Scheifele system of angular or inclined 
tree-planting is being tried.“’^ 

The force of high explosives is sometimes used in 
America for purposes of conservation. In a farm at Griffin 
in Georgia, rich and fertile soil was being rapidly washed 
away due to the underlying red clay which was impervious 
to water penetration. Two of the three washes were sub- 
soiled with dynamite while the third was left as a check. 
The blasting was made in order to effect vertical drainage 
and to break up the hard pan. Wheat planted on the blast- 
ed section yielded 20 p.c. more than before. It resisted 
downpour and consequent erosion much better than 
before. 

Windbreaks 

The provision of shelter-belts and the planting of trees 
to act as wind-breaks to prevent wind-erosion by sand- 
storms is now planned on a large scale in the U.S.A.^‘^ The 
cultivation of perennial grass and legumes is of great value 
in controlling wind erosion. Protection afforded by 
trees is more effective as windbreaks than other methods due 
to the great height of the trees and the greater space be- 


23 Ag. Eng,, Jan., 1929. 

24 Power Forming, Feb., 1918. 

25 Conservation of Soil Resoarces, U.S.A. Farmer’s Bulletin, 
No. 342 (1909). 
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tween the rows. It protects wild-life and live-stock. These 
windbreaks act as mechanical obstructions to the wind, re- 
duce its velocity and change its behaviour. They conserve 
moisture. President Roosevelt planned to bisect the Grtuil 
Plain in the L.S.A. with a protective forest-belt to moderate 
wind-erosions by sand-storms. The Siberian elm, the Rus- 
sian olive trees, green ash, chokeberry, American [)lum, 
jack-pine and juniper have been tested in America and 
found to be successful wind-breaks. Farmers in Iowa, 
Indiana and New York have planted wind-breaks with Norway 
spruce and white pine and these wind-breaks pay dividends. 
In Canada, they had planned to build a forest, 100 miles 
wide from the Canadian border to the Rio Grande. An 
American Sahara is in the making unless it is prevented by 
timely steps. 

Retreat from Crop-line 

% 

Lastly, there must be selective retirement of worn out, 
excessively eroded marginal and sub-marginal lands from 
cultivation. Specially vulnerable types of land — e.g., the 
steep highly erosive lands of formerly timbered areas and 
other sandy soils should retreat from the crop-line as they 
merely pile uj) heaps of sand on good lands below.“‘‘ Sand 
hills need grass, (kassland is vital to vast areas in the 
country. Large areas which suffer from wind-erosion 
should never have been brought under the plough. In 
many areas they liave put the tractor into lands that were. 
really good for nothing but grazing. Such areas should 
revert to grass. It would be best to sod them down for 
pasturage. The growth of trees and grass on such idle or 
sub-marginal lands and abandoned areas which are too 
steep for profitable cultivation or which are highly susccji- 
tible to erosion will be a great advantage. Steep moun- 
tain slopes are ideal for forest cultivation and they should 

U.S.A. Department oj Agriculture Year Hook, 1936. pi>- 

59-62. 

First liiternuiional ('oiiitress on Soil Scicticf^ W asliliiiAloiu 

]). 748 . 
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be permitted to remain in wood-land. In order to farm 
better, we have to farm less. To have cleared them for 
cultivation was really a crime against nature. It was a 
criminal trespass on society. 

The various methods outlined above have been success- 
fully adopted in the different Western countries with satis- 
factory results. They are slowly revolutionising farming 
methods. They are making the rain-drop behave properly. 
They are paving the way for keeping the farm at home. The 
work must necessarily be slow. It will need years — even a 
century would not be long enough for it. But it is certainly 
time to make a start. Soil is life and it is slipping away. 
It is time we safeguard our priceless heritage. 



MR. KEYNES’S THEORY OF INTEREST 


By 

B. P. AdarfvAr and D. Giiosif. 

I 

The raison d'etre of the following comments is (T) to 
clear up some points of difference between the old classical 
theory of interest (together with its neo-classical oH -shoots) 
and the interesting new construction of Liquidity Preference 
on which Mr. Keynes has erected a logical structure to ex- 
plain the phenomenon of interest, and (2) to offer some 
criticisms and suggestions in the humble hope that they may 
serve to mitigate the^ clash between the old and the new. 
It is obvious from recent discussions that Mr. Keynes's 
notions have not yet sufficiently crystallised into a self- 
consistent and connected theory,^ and hence any criticism at 
this stage ought to be constructive rather than adverse. Mr. 
Keynes’s explanation of the interest rate is easily detachable 
from its context in his ^‘generaP’ theory of employment, as 
it is not, we believe, a very essential ingredient of his doc- 
trine of full employment. In the Treatise he had no com- 
plete doctrine of the rate of interest to offer, because he 
practically assumed the theory of what may be called the 
"‘automatic’’” rale of interest; — there it was the concept of 
the natural rate which received a fuller treatment. Thus 
while the new conclusion, viz,, that under dynamic condi- 
tions income alters in such manner in response to changes 
in investment that the rate of saving is necessarily equal to 
that of investment, destroyed the validity as well as the use- 
fulness of the natural-rate concept, it had no such bearing 


^ Cf. his admission. Economic JournaE Juiu\ ltK)7. p. 252. 

“ By this term we mean the rale of interest arrived at hy the 
interplay of si][)ply and demand forces irrespective of the flank’s 
interference. 


285 



286 


B. P. ADAHKAR AND D. GHOSH 


upon the theory of the market rate of interest because 
no such theory was developed by Mr. Keynes in his Treat- 
ise. The conclusion which was independently arrived at 
by Marshall and others and on which Mr. Keynes has laid 
a reiterated emphasis in his General Theory^ that the market 
rate cannot be determined by the marginal efficiency of capi- 
tal, in view of the circular reasoning involved in such a no- 
tion, — this conclusion had for long left the interest raU^, as 
Mr. Keynes says, ^‘in the air.” The classical confusion, 
moreover, between the market rate of interest and the various 
real and conceptual rates'^ has been patent to othei* writers 
before; this is now fully exposed by Mr. Keynes in his 
discussion of the “own” rates'^ on money and commodities. 
An analysis in terms of purely monetary quantities has been, 
therefore, long overdue, and in presenting such an analysis 
Mr. Keynes has been eminently successful, we think, at least 
so far as the discussion of the exact quantities involved is 
concerned. 


II 

I’he following propositions of Mr. Keynes, we believe, 
will be immediately acceptable to many; their acceptance, 
in fact, is an essential pre-requisite to any correct appre- 
ciation of the interest-rate problem. For this reason, and 
also with a view to eliminating the points of aggreement so 
as to focus attention upon what appear to us to be the main 
debatable issues, we give them below in the form of a list: — 
{a) The market rate of interest is not one which 
equalises the rate of saving with that of investment (in the 
Treatise sense) or savings with investment (in the Wicksellian 
or Hayekian sense); for this is the function of the natural 
rate only, i.e., of an ideal or “policy” rate of interest. The 
market rate, automatically established, is different from this 
conceptual rate which was enjoined upon the banking system 
by the neo-Wicksellians. 


•' These have been discussed hy one of us; cf. Adarkar Ehrary 
of Monetary policy, Ch. i — vii. 

General Theory, Ch. 17. 
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(b) Nor, what is the same thing, does the market rate 
equalise the supply of and demand for savings, past and 
present, or either past or current, or ex- post or ex-ante. 
Past, as well as ex- post ^ savings are dead facts and are too 
enormous relatively to liquid cash (M^) to have any direct 
bearing upon the market rate, while new and ex-ante savings 
have not yet affected the volume of available cash in the 
market/' 

(c) Nor does the market rale of interest equate the 
supply and demand of loans, for these are a de facto affair 
and cannot directly affect the new contracts that are in the 
making/ 

(d) The classical marginal analysis regarding the 
interrelation between the market rale and the process of 
individual saving is inapplicable to the market rate of 
interest, as has been shown also by earlier writers (parti- 
cularly Cassel). 

(e) The market fate is an ""own” rate on money and 
not in any sense a real, physical or productivity rate, or a 
mere monetary counterpart of any of these. Consequently, 
it possesses the properties of the ""own” rate of a material or 
commodity which is chosen as the monetary standard and 
which conditions the pricing and production systems. 

(/) Whatever be its logical implications with reference 
to interest-rate determination, it must be admitted that a 
highly interesting account of the psychological processes of 
the money market has been provided by the Liquidity 
Preference analysis. This itself is a gain like the parallel 
investigation of Expectations, or the classical Time- 
Preference premise. 

(g) The market rate of interest is not determined by 
the marginal efficiency of capital for that involves circular 
reasoning. (But this admission is not inconsistent with the 
recognition of the influence of marginal efficiency on the 

Professor Ohlin’s, or rather the Swedish, view {Economic 
Journal, June, 1937, pp. 221 ff.) has been discussed later on. 

“Loans” should be distinguished here and throughout 
this article from ‘loanable funds” or “liquid cash,” 
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inlerest-ralc from the side of the demand for loanable funds 
or liquid cash, as explained infra,) 

111 

It is, thus, easy to agree with much that Mr. Keynes has 
got to say in criticism of the classical theory of interest. 
There are, however, one or two points on which a difference 
of opinion is likely to arise, though it may not be strictly 
material to the rejection or acceptance of the classical 
position. Thus, in stating the case against the classical 
theory, Mr. Keynes says : "^Tt should be obvious that the rate 
of interest cannot be a return to saving or waiting as such. 
For, if a man hoards his savings in cash, he earns no interest, 
though he saves just as much as before. On the contrary, 
the mere definition of the rate of interest tells us in so many 
words that the rate of interest is the reward for parting with 
liquidity for a specified period.”^ This objection against 
the classical approach, while it undoubtedly proves the 
superiority of the liquidity preference approach, does not, 
however, invalidate the classical position. The answer to 
the objection is not, of course, what Professor Ohlin, on the 
basis of the Swedish banks’ experience, gives, viz., that the 
rate of interest on cash holdings is not always zero.^ 
Professor Viner,'* we think, is on better grounds when he 
points out that by analogous reasoning Mr. Keynes "‘could 
deny that wages are the reward for labour or that profit is 
the reward for risk-bearing because labour is sometimes 
done without anticipation or realisation of a return, and 
men who assume financial risks have been known to incur 
losses as a result of profits.”^^ This line of reasoning can 
be improved upon by inquiring why wages are not paid when 
workmen are on strike, or, believing that the wage offered 
by the employer is less than the discommodity of labour, 

" General Theory, p. 167. 

^ Economic Journal, June, 1937, p. 226. 

Quarterly Journal of Economics, November, 1936, p. 157. 

One need not, however, admit Professor Viner’s proposition 
that the rate of interest is the “return for saving without liquidity,” 
for that would be a bad form of grafting! 
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they prefer to remain idle. The fact is that any asset, be it 
monetary or non-monetary, be it a factor of production or 
merely consumable wealth, if it is unused, it cannot earn a 
return or income. In each case we can regard, if we so 
choose, that there is a certain pecuniary sacrifice correspond- 
ing to the discommodity or disutility (or, to use a positive 
term, the quasi-commodity of leisure) involved. This is not 
to deny that liquidity preference is a reason for hoarding. 
Here, moreover, we have 1o 1)ear in mind that, in regard to 
the determination of a market price (such as the market rate 
of interest), there is an important distinction between the 
total available stock (of savings, or liquid cash or any other 
quantity) and the actual supply schedule corresponding to 
different positions of the rate of interest. Thus, if that part 
of the total stock which is not supplied does not earn (say) 
any interest or reward, a theory does not break down just 
for that reason. 

Another objection that has been raised by Mr. Keynes 
with regard to the classical supply and demand apparatus,^’ 
with its investment (hmiand-schedules (X^ X i, Xo X'o etc.) 
and the saving supply-schedules (represented by Yi, Y^, Y^, 
etc., as related to corresponding incomes, Y^, Yo, Y;., etc.). 
It must be admitted that so long as the interaction between 
income, investment and saving is not cleared up, the position 
of the interest-rale must remain indeterminate. But is this 
type of mutual interdependence, as further complicated by 
dependence on an extraneous factor, peculiar to the interest- 
rate phenomenon? Does not the whole economic system 
involve the simultaneous interaction of numerous forces out 
of which in practical theorisation only those of immediate 
importance have to be selected? Of course, if the extrane- 
ous factor (in the present case, changes in the saving supply- 
schedule) is quantitatively of a })redominant importance, 
it must not be ignored. However, as may be admitted, the 
short-run shift in the saving supply-schedule is not so 
significant in relation to the quantities of old and floating 
savings in the market (which the classical theorists had in 
view) as to compel attention. Secondly, it is doubtful 

’’ General Theory, pp. 179 — 183, 

Fc^8 
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whether, as Mr. Keynes supposes, the Y-curves and the 
X-curves both ever fall in such a degree at any point in the 
trade cycle as to make an intersection between them 
impossible, especially in view of the smaller degree of 
flexibility of the Y-curves. On the other hand, the mutual 
interdependence analysis can be applied to liquidity pre- 
ference also, though we are not sure there is any instability 
in the position of the interest-rate owing to LLi failing to 
intersect the illiquidity supply-schedule.^^ 

There is one alternative reason why we think that the 
classical treatment may not be so self-inconsistent as has 
been made out. If we focus attention upon the market rate 
of interest only (/.e., upon the market price for loanable 
funds or cash), il is not clear that income or the resultant 
Y-curve will have shifted merely because of a given shift in 
the investment schedule. It is only when the investment 
corresponding to the new demand-schedule has actually 
taken place that the Y-curve will begin to shift. In the 
diagram below (Fig. 1) the Y-curve fc?r the lime being 



remains unchanged; it is only the X-curve which has moved. 
Thus a new rate of interest (howsoever temporary it may be) 

By this we mean the supply curve of illiquid claims. 
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will have established itself. On the classical definition, 
moreover, the saving resulting from an increased investment 
and income activity, being a slow process, may not neces' 
sarily correspond to the increase in investment demand which 
is continually on the up-grade. Thus a classical ist might 
well aver that the upward swing of the rate of interest during 
a boom is in keeping with his doctrine. 

In spite of these doubts, however, there will be general 
agreement with Mr. Keynes’s view that the market rate, 
which is the own-rate on money, is concerned in the main 
wilh loanable or liquid cash and not with solidified or even 
unsolidified claims. What is lent out and borrowed is the 
available money in the market for which there is at any time 
a practical limit, viz., M, irrespective of the total amount 
accumulated or to be accumulated during any period, ex- 
post or ex-ante. Of course, it is possible, if we like, to 
relates — as even Mr. Keynes has done — the quantities M, M, 
and Mo to income MiXV=-~Y) and through income to 

current saving; but that is mei-ely a hypothetical mathemati- 
cal relation. In any case, the fact remains that the market 
rate is directly related to the available cash (including 
deposits) which sets a limit to the possibility of loans. 
Thus the great achievement of Mr. Keynes’s theory is that 
it has directed our attention to the correct quantities which 
go to make up the market-rate equation. 


It is because of its quantitative vagueness that we have* to 
reject Professor Ohlin’s view representing the Swedish doctrine I ?) 
in this regard that the market rale of interest is determined l)y 
the supply and demand of credit. (Cf. Economic Journal. June. 
1937, pp. 222-7 for Professor Ohlin’s view and pp. 245-8 for Mr. 
Keynes’s criticism thereon.) Professor Ohlin’s ex-ante analysis 
of the notion of “credit” confuses the quantities concerned in the 
interest-rate mechanism. His gross concept of credit is indeed 
out of the question, as this has nothing to do with the prevailing 
market rate. As regards the net proposition, we feel that Pro- 
fessor Ohlin appears to liave been influenced by Mr. Keynes’s own 
schematism of cash versus capital assets. However, Professor 
Ohlin’s “supply and demand of credit” lack precision. He regards 
the supply of credit as consisting of “the willingness of certain 
individuals during a given period to increase their holdings of 
various claims and other kinds of assets minus the willingness of 
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IV 

Let us now address ourselves to the Liquidity Pre- 
ference concept. At llie outset, we must clarify one 
important aspect of the interest-rate discussions which is apt 
to be overlooked and which, we believe, has led to some 
confusion. The point we have in mind is as regards the 
exact rate of interest about which we are now theorising. 
Thus, there are three important sets of interest-rates to be 
considered: {a) the conceptual rates, including the natural, 
normal, or equilibrium rales, and the real or commodity 
rates or own-rales, {b) the automatic rates of interest, which 
will be established by the free interplay of relevant forces, 
and (c) the actual rates prevailing in the market, in which 
there is an element of artificiality due to the control of 
central banks etc., and which include quite a variety of 
entities such as the market rates (short cum long) including 
the bill rate, the debenture rate etc. Now the logic apply- 
ing to (a) does not apply to (b) and (c]. The Wicksellian 
and allied concepts were of the first order; what Mr. Keynes 
and others are discussing now belongs to (b) and (c). Even 
the Bohrn-Bawerkian and Fisherian rates of interest belong 
to (a), in the sense that they refer to long-period equilibria 
and tendencies, while the market rales of interest which we 
are here considering have reference to a cash market and 
are only distantly related to the psychological motives of 
time-preference, filial affection and prudence, or to the 
physical factors of marginal productivity, the profitability 


others to reduce their corresponding lioldings'*’ (His italics.) On 
the other hand, llie demand is given by the supply of new claims 
minus ""the reduction in the outstanding volume of old onesn'^ 
(Our italics.) It it not clear, however, how this latter reduction 
of ‘‘outstanding claims” differs from the former reduction of “hold- 
ing.” Even if we gloss over this ambiguity. Professor Ohlin’s 
theory boils down to merely the theory of the price of “claims” as 
determined by their supply and demand; and it is from this that 
he derives his theory of inlerest rates (pp. 224-5). Thus, we 
have to admit that Professor Ohlin’s theory, as we shall see later, 
is practically identical with Mr. Keynes’s; only that the latter would 
emphasise liquidity preference more, than the supply-demand 
schematism. 
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of the rouncl-aboutness of processes etc. Here as Mr. Keynes 
has well brought out, liquidity preference is the pre- 
dominant motive behind both the supply and demand of cash, 
though on the side of demand we have also to admit the 
importance of marginal efficiency as a purely monetary idea. 
On the other hand, while the above distinctions should stress 
the significance of the new theory, it should put us on our 
guard against (a) denying the fundamental nature of the 
classical premises, and {b) criticising the earlier writers for 
not arriving at a theory of interest for which they did not 
always set out. Thus the iieo-Wicksellian analysis of the 
natural rate as equalising saving and investment does not 
intend to provide us with the theory of either the automatic 
or the controlled rate of interest.^ ^ 

Once we accept the position that the market rate of 
interest is a contractual |)rice for the use of loanable cash 
and thus a purely monetary phenomenon, liquidity pre- 
ference begins to appear as a dominating factor in its 
determination. The essence of liquidity preference can be 
summarised in the expressive language of Mr. Keynes as 
that ''The possession of actual money lulls our disquietude”; 
the rale of interest, therefore, becomes "the premium which 
we require to make us part with money” and "the measure 
of the degr<‘e of our disquietude.’ The disquietude arises 
Irom various causes which have been brilliantly discussed by 
Mr. Keynes in some of the most lucid chapters in the General 
Theory, The rate of interest is "a price of hoards” in the 
sense that it measures the ‘‘pecuniary sacrifice” of hoarding 

Siinilariy, Uicardo, in ihc })assage quoted by Mr. Keynes 
in General Theory, pp. 190-2, is considering the rate of interest 
as being influenced by marginal eniciency on the demand side; he 
is not laying down any norms or ‘'conceivable interest policies.” 

In this article we arc concerned mainly with the concept of 
liquidity preference and the very valuable a])plication of this by 
Mr. Keynes to the theory of interest. Consequently, we leave out 
a discussion of how the classical premisses of time-preference, etc., 
are in a sense, fundamental to the entire processes which lead to 
the interest rates, without determining them in an immediate or 
causal manner. 

Quarterly Journal oj Economics, February, 1937, p. 216. 
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money; it ‘Vc^uales the demand and supply of hoards*”; it 
depends on ‘^'the present supply of money and the demand 
schedule for a present claim on money in terms of a defer- 
red claim on money”; it ‘'equalises the attraction of holding 
idle cash and of holding the loan”; and finally, “the func- 
tion of the rale of interest is to modify the money prices 
of other capital assets in such a way as to equalise the 
attraction of holding them and of holding cash.”^^‘ The 
liquidity preference schedule LLi has a negative slope which 
shows the rate of interest falling as the quantity of money 
is increased. The reasons given for this by Mr. Keynes 
are (1) that when the rate of interest falls, it expands income 
and necessitates hoarding of a larger amoiml of cash for 
transactions^' and (2) that a fall in the rate of interest 
makes some individuals hold more cash because their views 
regarding the fuluie of the interest-rate differ from those of 
the rest of the market. 

We believe that Mr. Keynes is right in maintaining that 
the schedule for liquidity preference must be regarded as 
giving a curve with a negative slope, not only for the above 
reasons but for one more important reason not stressed by 
Mr. Keynes, viz,, that with every fall in the rate of interest, 
the lender’s wish to lend is reduced (liquidity preference 


Quotations are from Kconomic Journal, June, 191^7, [)p. 2)1, 

250-1. 

Kohertson criticises lliis on the ground that it ignores the 
well-known Gibsonian correlation between rising prices and rising 
rates of interest and that what people! will hoard '‘in the face” of 
a given rate is not the same thing as what they will hoard as “an 
indirect consequence” of such a rate. (Loc, cil„ pp. 180-1). As 
regards the former objection, one of us has already investigated 
the question of the correlation (which is not such a simple and 
direct one as is commonly supposed) between interest rates and 
prices. (See Adarkar. op. cit., passim.) It appears to us, how'ever, 
that a fall in the rate of interest as a causal force may necessiate in- 
creased hoardings, just as an increased propensity to hoard (due 
to whatever causes) may cause the interest rate to rise. In the 
former case, LL^ is unchanged and only a fall of the interest rate 
causes more cash to l)e held; in the latter, LL, shifts to a new 
position on the right so that on the same cash basis a higher rate 
of interest is established. 
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becomes high), while the borrower’s wish to borrow rises 
(liquidity preference becomes high again). This point is 
the missing link between the old theory and the new, and 
brings out clearly the relation between the market psychology 
of borrowing and lending, and the liquidity motive, which 
Mr. Keynes would make a one-party affair only, as referring 
to each individual separately. 

The central position given by Mr. Keynes to liquidity 
jireference in his interest theory does not, however, accord 
well with his supply and demand schematism. It would 
have been truer to say, perhaps, that liquidity preference is 
a major influence both on the side of the demand for and on 
that of the suj)ply of the use of liquid cash or loanable 
funds (M2). A person has ihe option of holding a part of 
his resources in cash or in the form of a loan asset. Given 
his liquidity preferences, the rate of interest will determine 
how he exercises this option. But the actual exercise of 
this option presupposes the existence of and depends upon 
the willingness of another party to hold cash or assets in a 
reciprocal manner. And since this willingness is the latter’s 
liquidity preference, it will be correct to say that the rate of 
interest is determined by the impact of various liquidity 
preferences in the market, i.e., by the demand for and supply 
of the use of loanable or liquid cash. There is thus no harm 
in recognising the fact that behind the forces of demand and 
supply we have not only the considerations of earning profits 
or yields but also liquidity preferences. 

Mr. Keynes’s monetary quantities of Mj and M., are 
undoubtedly just the quantities which are relevant to the 
interest-rate mechanism. But the manner in which he 
employs them to arrive at the rate of interest is, in our view, 
indirect and, in this respect, compares with Professor 
Ohlin’s way of deriving the rate of interest from the prices 
of assets. Thus, if we denote the income goods bought and 
sold during a given period by E, their price-level by P, and 
the relevant velocity of M, by Vj, then M] X Vi = P, XE. 
Similarly, if C stands for all capital assets actually bought 
and sold during a given period, P2 for their price-level, and 
V.j for the relevant velocity of M^, then M2XV2=P2XC. 
Tlius it would appear, Mr. Keynes’s theory becomes, in effect, 
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immediately a theory of the prices of capital assets and of 
the prices of income goods, etc., and only ultimately a theory 
of interest which is almost a by-product, from this view- 
point. This fact may be graphically represented as 
follows : — 



At a given rate of interest r, the indifference position 
of cash versus assets may be represented by means of two 
curves LL^ (liquidity ])reference) and KKx (illiquidity 
preference), such that an individual holds Om. in cash and 
Oc in assets, Owo-j-Oc remaining nearly constant.’^ Thus, 
the transactions are in the nature of, what Professor Ohlin 
would call, alternate purchase and sale plans. But such 
curves are in no way peculiar to the interest-rate pheno- 
menon; for, we can regard every exchange as an alternative 
purchase or sale. Thus, if a man decides to hold wheat 
instead of exchanging it for rice, we do not speak of merely 
his wheat-preference being greater than his rice-preference, 
but that the exchange-value of wheat in terms of rice is not 
sufficiently high for him to part with his wheat. This 
exchange-value of wheal is established by the market supply 


So that I Oc~ the sum of all loans plus other capital assets, 

and i 
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and demand of wheat in terms of rice. Nor would it be 
much improvement on the prevailing doctrine to say dial 
wages are determined by the marginal utility of leisure or 
by leisure-preference. 

On the other hand, it may not be quite appropriate to 
describe liquidity-preference as merely a matter between 
cash and assets. There are various types of capital assets 
including loans which represent various degrees of liquidity 
and in the capital market there is going on a continual 
conversion of less li(|uid into more liquid assets and vice 
versa. These are exchange transactions pure and simple.^'^ 
This is not to deny that there is ever an intimate relation- 
ship between the rate of interesl and the yields on capital 
assets, but to derive the theory of interest from these latter 
is to argue back to the marginal productivity concept of 
interest which we discarded. Mr. Keynes’s converse pro- 
position, that tlie rate of interest modifies the prices of 
capital assets in such manner as to equalise the attraction of 
holding them and of holding cash,“*^ implies a direct deter- 
mination of prices of assets by the interest-rates, as an event 
prior to actual borrowings of cash and purchases of the 
assets. Now, although it is true that the prices of most 
capital assets fall in line with an altered rate of interest, 
this phenomenon is more or less a psychological one pre- 
suming upon later actions, viz., the purchases and sales of 
capital assets. This means merely that the market anti- 
cipates the later rise in the prices of assets due to funds 
actually changing liands.^’ It will not do, therefore, to 
ignore the influence of actual transactions in cash upon the 
market rate of interest and vice versa. 


Moreover, where existing assets change hands against casli 
the event is of little practical significance to economic society; 
only where new assets are being created, z.e., where marginal effi- 
ciency is operative, does e.rchange of loans for cash, i.e-, borrowing, 
become highly significant. 

Economic Journal June, 1937, p. 250. 

Such an anticipation of events by the market is not peculiar 
to the prices of assets either, Imt holds good of a number of other 
things. 
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Mr. Keynes admits*^**' that the demand for investment, 
i.e,, the investment demand-sehedule is ultimately based 
upon marginal efficiency (which is, broadly speaking, the 
same as the marginal productivity) of capital. But it does 
nut determine the rate of interest on loans; on the contrary, 
given the schedule of the marginal efficiency, the rate of 
inleresl on money determines the extent of investment. This 
seems to us to be a one-way affair. Th(^ conclusion of 
Mr. Keynes is based upon the very important assumption 
lhat the money rate of interest is, so to say, pre-determined 
and sticky. The stickiness, however, would be acceptable, 
if, given a rigid liquidity-preference schedule, (a) the 
demand for money were absolutely elastic and {b) the 
supply of money absolutely inelastic. But the demand for 
money (here Mj alone, is irnjdied) is not absolutely elastic 
in all circumstances. It would be so only when conditions 
of perfect certainty prevailed. But them, in such circum- 
stances, liquidity preference will be ec(ual to zero. On the 
Ollier hand, ihc supply of money, unless controlled by 
authority, though less elastic than tlie supply of other assets, 
is not completely so, at least in an open economy. 

There are some further marginalia upon Mr. Keynes’s 
liquidity analysis which may be jotted down here: — 

(!) If liquidity-preference is due to the uncertainty of 
the position of the interests-rate about a ‘"safe” level or norm, 
does a change in the norm itself alter the degree of un- 
certainty and, therefore, the conditions which determine the 
liquidity premium? Or, to pul it concretely, is a lower rate 
of interest likely to fluctuate by a greater percentage than a 
higher one, and, therefore, likely to be associated with a 
greater degree of liquidity-preference? 

(2) According to Mr. Keynes, 

(Y)+L, (r) 

But since a j^erson has always the option of varying the 
ratio between m, and //?., z.e., his shares of Mj and M 2 , his 
individual marginal liquidity premium on rrii must be equal 

Crnera! Theory^ p. 178. 
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lo that on and this must he true of society as a whole as 
well. Thus, the rate of interest is influenced not only by the 
speculative motive (L^) but also by other motives (Li), and 
through Li the rale of interest also becomes related lo Y. 
Perhaps, all this is implicit in Mr. Keynes's position, but 
the consequence is that if the rale of interest is related to Y, 
Y also affects tlic rate of interest — a conclusion which is not 
consistent with the role of the rate of interest as a deter- 
minant rather than a determinate. 

(3) The Keynesian analysis of new bank credit in 
relation lo liquidity-])reference obscures the fact that the 
banks or rather the Central Bank (wliich is responsible for 
the initial impulse of the cash basis of die new (uedit) has no 
liquidily-])references in regard to the initial Iransaclions. 
Once the new money is mixed up with the existing money, 
the rest of the process is, of course, easy to follow. How- 
ever, here too, we believe, llu; jiroposition that the new 
insertion of credit itjcrt'ases the sujiply of loanable funds is 
a simpler and more direct one. 

(4) The analysis regarding the influence of changes in 
M upon the rale of interest and liquidity-preference is not 
materially different from that regarding the loanable funds, 
and for this reason we think Mr. Keynes can acquit himself 
quite easily in following up lh(* behaviour of liquidity-pre- 
Ffrence through the upward and downward movements of 
the trade cycle in a manner consistent with his own premises. 

V 

To sum up, therefore, there is no doubt that Mr. Keynes 
has in his General Theory put us on a new track which, if 
followed up, is bound to lead to a coherent theory of the 
market rate of interest. In doing so he has had to clear up 
quite a host of misconceptions which have haunted economic 
theory for long. Criticism is an easier business than 
creation, particularly when the critic uses the new tools of 
thought presented by the writer himself lo show the latter’s 
inconsistencies and formal errors. Our aim in the above 
paragraphs has been to round off sharp corners and to 
mitigate friction. Our main suggestion has been that 
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Liquidity Preference might be made the plinth of the new 
structure, but that the actual determination of the interest 
rale could be left to the interaction of the supply of and 
demand for the use of loanable or liquid cash. It is not 
necessary to suppose, however, that the total of liquid cash 
(M:;) is wholly lent out or borrowed at the current rate of 
interest ; for such a supposition would obscure the importance 
of the distinction between stock and supply which is funda- 
mental to any market price such as the market rate of interest 
is. In so far, however, as the rate is controlled, a stable 
position will not be attained until the forces of supply and 
demand get adjusted to the new rate. Such an analysis 
will be quite consistent with the liquidity doctrine, because 
liquidity-preference is indubitably the main psychological 
force underlying both supply and demand in the cash 
market, while productivity or profitability is only a force 
on the side of demand. 



NOTES AND MEMORANDA 


The Negative Rate of Interest 

The belief in the possibility of a negative rate of 
interest has been held by economists lor a pretty long time 
now. Evidence of such a belief is lo be found in the works 
of economists of the eminence of Marshall, FoxaVcH, Keynes 
and Fisher.^ For all of ihem the rate of interest may not 
only fall to zero but may conceivably cross the zero line and 
become a negative quantify. It should not be difficult to 
prove that such a view and consequently the relevant theories 
of interest have no scientific or logical foundation. The 
very phrase ‘‘negative rate of interest” is an example of a 
curious contradiction* in terms. Interest is the earning of 
capital. Capital, being a factor of production, is necessarily 

^ Marshall : '"In such a state of things the ])Ostpoiunent of, 
and waiting for enjoyment would he an action that incurred a 
jieriahy rather than reaped a reward : by handing over his means to 
another to l)e taken care of, a person could only expect to get a sure 
promise of something less, and not of something more* than that 
which he lent : the rate of interest would he negative.” Principles^ 
(eighth edition), p. 232. 

Foxwell : That the rate of interest may conceivably become 
negative quantity, was discussed by Foxwell in 1886 in a paper on 
Some Social Aspects of Bankinp^ read before the Bankers’ 
Institutes. 

Keynes : He believes in the ahvStract possibility of the rate 

of interest }>eing negative. '‘We have assumed so far an institu- 
tional factor wdiich prevents the rate of interest from being nega- 
tive.” General Theory, p. 218. 

Fisher: In his hook on Tfie Theory of Interest, Prof. Fisher 
has, by a long process of reasoning, attempted lo show how the rate 
of interest can be zero and eVen negative. His examples of hard- 
tacks and figs will he recalled by his readers. He has, it may be 
mentioned, confused net interest with that omnibus concept of gross 
interest in one case and commodity interest in the other. 
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productive.^ Interest is, therefore, invariably positive. 
This point has been explained later with the help of a 
diagram. 

The fallacious view that the rate of interest can be 
negative has its foundation partly in the confusion between 
the pure or net interest and gross interest. That gross 
interest can be negative should be obvious to all. For it is 
an algebraic sum of net interest and other charges which are 
anything but interest. If by negative interest is meant 
negative gross interest then the phenomenon of negative 
interest becomes so bare and sijnple that it hardly deserves 
a mention in the study of t'conomics. For Marshall, Foxwell 
Fisher and others the negative rate of interest is really the 
j)ositive pure rate of interest, plus the negative charge for 
the safe custody of capital. In certain cases the conception 
of zero rale of interest owes its origin to the failure to 
realise the fact that interest and moiit'y interest are not one 
and the same thing. There is no, money interest in 
Robinsonian economy. But there is capital and there is its 
earning, its productivity, the pure interest.'^ 

- Every factor of ])rocluction is productive (of utility) during 
the full period of its employment. If it were to })roduce no income 
(and income in the final analysis is psychic) it would not be nsed 
as a factor of production. Of course, the income thus understood 
is a derived one. Wliile the capital is lieing used as a factor of 
production the income that is concurrenlly earned is due to the 
expectation of the final income. Whether the final income is posi- 
tive or not matters little, so long as a positive income is antici- 
pated. And unless such a positive return is expected a thing is 
not used as capital. We might, if we so desired, call the final 
income rent of the ca}ntal good and the income that is ])eing con- 
currently earned interest. Thus logically correct conception of 
interest is the only one that enables us to see the positive interest 
of a productive factor in the final negative result, which is an 
algebraic sum of interest and positive or negative profit. 

^ Most economists. Fisher and Keynes not excepted, confuse 
interest with money interest. For them interest aiiscs only when 
there are two persons — one a lender, ihe other a })orrower. They 
fail to realise the fact that the functions of a borrower and a 
lender can be performed by the same man. Robinson Crusoe did 
produce wealth, he did use capital and his capital was productive. 
He did iierform the function of waiting and he did earn interest for 
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One of the fruitful sources of confusion between pure 
inlerestp gross interest and money interest can be traced to 
the erroneous conception of the term capital. A sum of 
money deposited in a bank to ensure its safety is not capital 
in so far as it is regarded as a valuable commodity. For, 
capital is what is rightly called pure capital. The sum of 
money considered as a valuable possession, needing a safe 
])lace for deposit, is only a capital good. Nor is hoarded 
wealth ever to be confused with capital.^ A capital good is 
a good that is saved as contra-distinguished from a good that 
is consumed. Money or wealth that is hoarded is not, in 
the right sense of the word, saved. A hoard satisfies a 
direct want — the satisfaction derived from it is direct, 
whereas the satisfaction derived from a capital good or 
saved wealth is derived.'”* 

Is capital, understood in its correct economic sense, 
llien, likely to yield negative pure interest? The question 
could be answ(‘red with a straightforward “no.” But we 
shall proceed analytically and logically to arrive at a correct 
and full answer to this question. 

Let us begin by taking the case of a man who has a 
certain stock of a commodity which he can either use in the 
present or save for future consiimf)tion. The amount saved 
would become capital in su(‘h a case.^’ In the diagram 

it. Would our economists say. that there was no interest in his 
case? The divergencies 1 between the various modern theories of 
interest arc in no small measure due to this erroneous conception 
of interest. 

^ For Keynes there is no difference between saving and hoard- 
ing. He mentions “To satisfy pure miserliness, /.c., unix^asonable 
but insistent inhibitions against acts of expenditure as such” as a 
cause of accumulation of saving. 

For Keynes’s interest is due not to saving but to not-hoarding. 
It would appear, therefore, that he was excluding hoarded wealth 
from capital. This, however, is not the fact. For, Keynes under- 
stands by interest money-interest or at any rale what the borrower 
receives from the lender when the lender and the boi rower are not 
one and the same man. If he were made lo see that interest can be 
earned by a man lending to himself he would include a miser’s 
hoard in capital. 

Capital is best defined as that which is saved. This is not 
the place to show that this definition leads to the correct 
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below the curve A represents the diminishing marginal 
utility of expenditure; the curve C the diminishing marginal 
utility of saving (undiscounted); and the curve B the 
diminishing discounted marginal utility of saving. The 
vertical distance between the curves C and B indicates the 
rate of time-preference. 



If the stock of wealth be OB, OA of it would be 
consumed and AB saved; the rate of interest would equal 
CB and would balance the rate of time-preference. 

If the stock of wealth be OB', OA would be consumed 
and AB' saved; the rate of interest would be zero. The 
future marginal utility of AB' saved is zero, its discounted 
value is also zero. The curve B coincides with the X-axis 
after reaching the point B. If the rate of discount be not 
zero, saving of AB' would entail a loss of utility in the 
present, to minimise which consumption would also be 
increased. But it is more reasonable to suppose that human 
mind can ignore the quantity BB', so that the saving of OB' 
causes no disutility.^ In that case interest would be zero. 

conception of capital as ])iire capital. When we talk of the com- 
modity saved as capital we really mean to say that it is a capital 
good. The difference between what is and what is not a capital good 
is of the same order as tliat between consumption and production. 

It is difficult to say whether the rate of time-preference, in- 
dicated in the diagram by the vertical distance between curves B 
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When the slock is larger than OB' the person would not 
consume the excess over OB' even in the future — it would be 
as good as non-existing. The rale of interest v>^ould still 
be zero.^ 

If the person cannot completely disregard the extra 
amount of the commodity, that is, if it cannot but be a cause 
of disutility to him in future, then the dotted curve would 
extend below the X-axis and the curve would take the shape 
B'K after the point B'. 

In such a case it is conceivable that when the stock is 
larger than OB', a greater quantity than OA would be 
consumed and would give negative marginal utility, giving 
indication of a negative late of interest, in the sense that 
the amount saved instead of having more utility in the future 
and less, by discount, in the present, has really a greater 
utility or less disutility in the present. 

Such a case is, however, purely hypothetical. It is not 
easily possible to conceive of a stock of a commodity that 
would be in excess of all present and future wants.’’ But 
even when such a case is imaginable it is not difficult to see 
how the quantity of the commodity in excess of the amount 
AB' cannot be regarded as having been saved. For, to save 
means not to consume — it implies the idea of abstaining 
from the present use and clearly there is no such saving 
when all present wants are fully satisfied.’® As a matter of 

and C, is corn!, ant or diminishing or increasing. But it seems 
most reasonable to assume, in the absence of any clear contrary 
indication, that it gradually d<‘crcascs. Consistently with this 
assumption the cuive B is draAvn here to meet the curve C in B'. 
Further light is thrown on this jronil later in the body of tlc‘ 
article. 

^ The Curve C, undf r such a consideration, would coincide 
with the X-axis after reaching the point B'. 

^ When we understand by capital pure capital, say, as money 
kept aside for future use. it becomes abundantly clear that such 
a case of marginal utility sinking to zero or becoming a negative 
quantity is impossible. 

This point can be explained in another way also. Saving 
necessarily involves abstinence and when all present wants that 
a commodity can satisfy are fulfilled, there is obviously no absti- 
nence involved in the act of letting the surplus remain unused, 

F. 10 
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fact, the quantity AB' fixed a maximum limit to the amount 
of capital that the person can create, that is, accumulate. 
All quantities of the commodity in excess of the amount OB' 
must therefore be looked upon as a fresh commodity, satis- 
fying or obstructing the satisfaction of some other want than 
the one that is under consideration. For example, suppose 
OB' quantity of wheat is all that would ever be needed by a 
person (assume that wheat is not perishable); then the 
surplus above this quantity would neither be consumed as 
food nor saved as a provision for the future, but would be 
treated merely as a commodity that either satisfies some 
other want or obstructs its satisfaction. Suppose that this 
surplus amount causes some disutility — an assumption that 
is most favourable to the treatment of the problem of the 
so-called negative interest. The most natural course for the 
person to adopt in such a case is perhaps to destroy this 
superfluous quantity. T.et us say he burns it. We then 
should look upon this surplus as a commodity satisfying 
another want, the want to burn it away. The quantity of 
wh(‘at that is burnt would in such a case be his capital (ndt 
of the same type as the wheat saved) satisfying some remote 
want. More correctly it would be land, for the wheat that 
is burnt is not capalde of an alternative use and is, there- 
fore, not capital in the strict sense of the word.^’ Adopting 
this correct attitude towards every amount of the commodity 
in excess of OB' we can easily explain how the rate of 
interest can never become negative. 

University of Allahabad J. K. Mehta. 


Of courst% the word al^sfuience has to be used in its correct sense. 
Those economists wlio maintain that saving involves no abstinence 
on the part of the ricli man, misuse the word abstinence. The fact 
that a rich man can save more easily than a poor, does not mean 
that he can save without foregoing the satisfaction of some ])os- 
sible present wants. 

Anything that is not wanted — superfluous quantity of wheat 
in this example — has to he wanted for purposes of its disposal. 
But as it can be wanted for that and only that purpose and cannot 
be used for purposes of direct satisfaction of want, it is best 
defined as land. For, capital is a creation of man, that is. some- 
thing that he has turned into capital, 
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‘Consumer's Surplus' — A Rejoinder 

Dr. Gopal in his criticism of my 'Consumer’s Surplus — 
A Defence,’^ appearing in the October, 1939, issue of this 
Journal has missed entirely the significance of most of my 
arguments. He begins by arguing that Marshall does not 
stand in need of any rectification or interpretation. Quite 
apart from the many objections raised as to the correctness 
of Marshall’s arguments, time and again, economists have 
pointed out confusions of thought in his exposition. Carman" 
and Miller’^ have referred to such confusion of ideas. 
Davenport’s^ irritation on this score knows no bounds. 
Mrs. Ursula K. Hicks in a recent book' refers to Marshairs 
thesis as the 'obscure doctrine of consumer’s surplus.’ 
H. W. Robinson of Oxford asserts in a very recent article^' 
that Marshall’s discussion of Consumer’s Surplus is some- 
what ambiguous. Others holding similar views may easily 
be found. Marshall’s exposition seems, therefore, to need 
some modification, unless ambiguity and obscurity are 
virtues. In fact, notwithstanding his contention. Dr. Gopal 
at a later stage offers his own interpretation of Marshall. 

Dr. Gopal has quoted illuminating passages from 
Marshall to show that he had a very clear idea about the 
distinction between value and utility. But this is no answer. 
The real point is, not whether Marshall knew the distinc- 
tion, but whether he kept up the distinction throughout his 
discussion. I do not claim that the errors committed by 
him are serious; generally the context makes MarshalTs 
ideas clear. All the same they are errors, and give point to 
my contention that Marshall’s e:?^osition sometimes lacks 
'scientific dignity.’ Davenport has clearly pointed out how 
in his discussion of Consumer’s Surplus Marshall has 


1 Indian Journal of Economics, January, 1939. 

2 Economica, 1924. 

3 Quarterly Journal of Economics, 1927. 

^ The Economics of Alfred Marshall — Note on p. 101. 

The Finance of the British Government, Chapter XV, p. 253. 
^ South African Journal of Economics, September, 1939. 
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confused between utility-surplus and price-surplus.' A few 
quotations given by Davenport may be reproduced here to 
show that elsewhere also, Marshall makes the same confusion 
and dial he sometimes uses the term ‘“'value” when he means 
only 'utility’: — 

" . . . . being careful of course to get good value in 
return for his outlay . . . (Principles, p. 137), 

" applied to practical problems the economist .... 
must concern himself with the ultimate aims of man, and 
lake account of differences in real value between gratifica- 
tions that are equally powerful incentives to action . . . .” 
(Principles, p. 17), 

, the more a person spends on anything the less 
jiower he retains of purchasing more of it or of other things 
and the greater is the value of money to him. (In technical 
language every fresh ex[)endilure increases the marginal 
value of money to him) (Principles, p. 132), 

" a durable good such as a piano is the portable source 
of many pleasures more or less remote, and its value to a 
purchaser is the aggregate of the usance or worth to him of 
all pleasures . . . .” (Principles, p. 123). 

Referring to Marshall’s confusion between utility and 
value I had further stated, "The definition of Consumer’s 
Surplus as the difference between the sum which measures 
total utility and that which measures exchange value is 
untenable for the simple reason that there can be no common 
unit real or imaginary which can measure two unlike things 
as utility and exchange value.” This argument is objected 
to on the ground that, 'it is not a comparison between utility, 
a subjective thing and pi*fce or exchange value, an objective 
thing.’ Rather, 'it is a comparison of a like thing, viz., total 
utility received and utility given away in a purchase.’ The 
brilliant discussions of Wicksteed, Davenport and others 
have clearly shown that price does not simply indicate 
utility as Dr. Gopal thinks. In any case. Dr. Gopal may 
concede that money in the strict sense of the term has no 
utility of its own. Its utility consists in the utility of the 
commodities it can purchase. To think then of the utility 


The Economics of Alfred Marshall — Note on p. 101 
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given up in price-paymenl is to think of the utility of the 
commodities which could be obtained by the money given 
up. But the utility that can be so obtained is indeterminate. 
With say, Rs. 10 parted in a purchase by an individual may 
be purchased 40 measures of rice at 4 annas a measure, or 
20 yards of cloth at 8 annas a yard, or 2 chairs at Rs. 5 
each, or 5 yards of silk at Rs. 2 a yard. In each case the 
utility obtained would be entirely different in volume. 
Which of these utilities are we to take as the utility of the 
money given up? In fact, though for the sake of brevity 
and convenience we often s))eak of the utility of money, in 
the strict stmse of the term, what money has, is not utility, 
but purchasing [)ower. When we talk of the utility of 
money, we ar(^ talking of utility, not in the present tense, 
but in the future tense; not of utility as it already exists, 
but of utility in anticipation, i.e., in anticipation of the 
conversion of money into commodities. The original dif- 
ficulty thus still remains. How to compare total utility 
obtained with purchasing power when they are fundamental- 
ly unlike? 

Marshall, I had slated, is always careful to refer to 
consumer’s surplus in terms of money and not in terms of 
utilities. He says, 'consumer’s surplus is 6 sh.’ (p. 126)^, and 
again ‘Consumer’s surplus is 45 sh.’ (p. 127), and not that 
the consumer’s surplus is indicated by 6 or 45 sh. He also 
observes, “the excess of the price he would be willing to 
pay rather than go without the thing, over that which he 
actually does pay, is the economic measure of this surplus 
satisfaction^ (p. 124). The dired significance of these 
statements has been lost on Dr. Copal, whose attention seems 
to have been completely side-tracked by a comparatively 
minor issue, viz., the question of ‘mathematical exactitude,^ 
concerning Marshall’s exposition. What I have endeavour- 
ed to show is, that there are two distinct ideas in Marshall, 


Page references are to Marshall’s Principles. 

111 fact, I have not staled lliat Marshall claimed success in 
his attempt to give the concent mathematical exactitude. Refer- 
ence has been made only to the failure of his attempt — a failure 
admitted by Marshall himself. 
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viz,, (i) the surplus satisfaction enjoyed by consumers, and 
(ii) the economic measure of this surplus satisfaction called 
by Marshall ‘Consumer’s Surplus.’ A barometer might 
indicate the weather; but it is not to be confused with the 
weather itself. A barometer may be defective and so fail 
to indicate the impending rain; but that does not veto the 
occurrence of the rain. Similarly Marshall’s consumer’s 
surplus which is only an economic measure of ‘surplus satis- 
faction’ is not to be confused with the ‘surplus satisfaction’ 
itself. And criticism of the consumer’s surplus is not to be 
taken as criticism of the surplus satisfaction. Dr. Gopal is 
not alone in failing to recognise this distinction and in 
indulging in what 1 am constrained to remark brilliant beat- 
ing about the bush. In his thesis, however, the notion that 
‘consumer’s surplus’ and ‘surplus satisfaction’ are one and 
the same struts across the arena of discussion with a Puck- 
like mischievousness making confusion at every turn worse 
confounded. 

Dr. Gopal next turns his attention to what he calls the 
‘totally erroneous’ idea of the Marginal Surplus of 
Utilities.^ In his criticism of this concepl he excels him- 
self in combining commendable erudition with ])rofound 
confusion of thought. At the outest it may be pointed out 
that no originality has been claimed for this concept. There 
is nothing new about it except the name, and if a better 
name could be found it may be readily substituted. The 
concept is implicit in Marshall’s idea of ‘surplus satisfac- 
tion,’ for it aims only at making definite Marshall’s notion 
of that surplus. In my previous article I have pointed out 
that except for the name the concept in its entirety is to be 
found in Wicksteed’s discussion on Diminishing Psychic 
Returns. But Wicksteed is not alone in conceiving of this 
concept. Miller^^ referring to the well-known illustration 
of an individual consuming a number of oranges one after 


This teriTi refers lo the difference Ijetween total utility, and 
the product of marginal utility and the number of units. For a 
fuller explanation see Indian Journal of Economics, January, 1939, 
p. 415. 

Quarterly Journal of Economics, 1927. 
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another says, "Here indeed we have the principle of dimi- 
nishing utility working in a simple and direct way with the 
result that we obtain a series of decreasing satisfactions, the 
sum of which is considerably greater than the product of 
the number of units multiplied by the satisfaction 
which the marginal yields,” and again in the same 

discussion, " there is immediate significance to 

the notion of a total utility that greatly exceeds the product 
of the marginal multiplied by the number of units.” A 
similar reference to the difference between total utility and 
the marginal utility multiplied by the number of units is to 
be detected in Carman’s criticism of Marshall.^" This con- 
cept apparently so simple as to be merely referred to with- 
out any explanations by these economists, however, ])resents 
insurmountable diflicullies to Dr. Gopal. 

"For the number of units purchased,” says Dr. Gopal, 
"is objectively and easily measurable, whereas marginal 
utility as such is like total utility a subjective satisfaction. 
How then does Mr. Tharakan propose firstly to multiply an 
unknowable mental state by an objective number of units 
and secondly to find out marginal and total utilities except- 
ing as represented in price?” It may be pointed out that 
what is objectively and easily measurable is not the ^'number 
of units purchased,’ as Dr. Gopal seems to think, but the 
units themselves. A number is something abstract and not 
something objective. We may represent a number by a 
symbol, or by some pebbles, or some oranges or the units 
of any other commodity; but the number itself is something 
that can only be comprehended by the mind. Such being 
the case there is no difficulty in multiplying marginal utility 
with the number of units purchased, for both are abstract. 
Wicksteed and Miller have found no difficulty in conceiving 
of such a multiplication: nor do I find any. 

The second question how marginal and total utilities 
could be measured except as represented in price is more 
easily answered. We can have the utility of any unit of a 
commodity, preferably the utility of the marginal unit as 
the basis for comparison and measurement. We may 


Economica, 1924 , 
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assume the utility of the 5 oranges as one unit or for the sake 
of convenience as 10 units. If the consumer feels that the 
fourth orange has given him twice as much satisfaction as 
the 5th, the 3rd orange thrice as much satisfaction as the 
5th, the 2nd 4| times as much, and the Isl orange 6^ times 
as much, we can construct the following table lo indicate the 
Marginal Surplus of utilities. 



Utility 

Marginal 

Utility 

Marginal 
Surplus of 
Utilities 

For the 1st orange 

G5 units 

10 units 

55 units 

For the 2nd orange 

45 units 

10 units 

35 units 

For the 3rd orange 

80 units 

10 units 

20 units 

For the 4th orange 

20 units 

10 units 

10 units 

For the 5th orange 

10 units 

10 units 

... 

For the whole supply 

170 units 

50 units 

120 units 


We may say, then, that the marginal surjdus of utilities 
is equal to 120 units, a unit of utility being one-tenth of 
the utility of the fifth orange or we may say that the margin- 
al surplus of utilities amounts to twelve times the utility of 
the fifth orange consumed. It may be doubted whether the 
consumer would be able to judge so accurately the utilities 
of the other oranges in comparison with the utility of the 
marginal one. But such a process of comparison is more 
easy and natural than the process of finding out what the 
consumer would have paid for the 1st, 2nd, 3rd, and 4th 
oranges rather than forgo their use. In fact, in trying to 
imagine what he might have paid for the 1st orange rather 
than forgo its use, the consumer is obliged to consider as 
the first step in the process of the difficult calculation, how 
much more useful the 1st orange is in comparison the 
marginal one. Secondly, in this method of measuiemenl 
we avoid all the errors arising from the use of such an 
admittedly imperfect measuring rod as money. Thirdly, it 
must be remembered that only ‘theoretical exactitude’ is 
claimed, and that the correctness of a theory does not depend 
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on our capacity to have some of its results objectively 
measured. The marginal surplus of utilities is a deriva- 
tive of the principle of diminishing utility, and this prin- 
ciple would be quite valid even in the case of a Robinson 
Crusoe left on an island with nothing but oranges, and 
having no mechanism, not to speak of a price-mechanism to 
have its results objectively measured or tested. He would 
still find without any such artificial aid that the first orange 
gives him more satisfaction than the second, the second more 
than the third and so on, and he would find it extremely 
easy to conclude that the total utility of the five oranges is 
very much more than the utility of the fifth orange multi- 
plied by five. 

In this connection, it has to be pointed out, that Dr. 
GopaTs assertion, ‘3he question how far money can measure 
utility was raised in connection with consumer’s surplus by 
Nicholson more llian 45 years ago and was answered,” is 
misleading, if it implies, as doubtless it is meant to imply, 
that Prof. Edgewortli’s answer to Nicholson was quite (xm- 
clusive. To my mind, in that very interesting controversy 
conducted in the columns of the Economic Journal, Nichol- 
son seems to have the better of the argument, and in spite 
of Edgeworth’s answer men of eminence like Carman, 
Davenport and others have not been wanting to re-emiihasise 
some of the more important objections raised by Nicliolson. 
In fact, Edgeworth himself seems to have recognised that 
his arguments were not quite conclusive, for in his final 
reply^'^ he closed the controversy like Sir Roger in Addison’s 
Spectator with the significant reflection that differences of 
opinion are possible, z'.e., much could be said on both sides. 

I have not attributed to Taussig fundamental differ- 
ences with Marshall as Dr. Gopal assumes. The only dif- 
ference that has been pointed out is the difference in the 
method of calculating consumer’s surplus. Nor liave I 
credited Marshall ^with avoiding Taussig’s error by using 
the phrase, other things being equal,’ as Dr. Gopal assumes. 
Marshall avoids the error by following a different proced- 
ure in his illustration. Dr. Gopal contends that Taussig 

Kconomic Jourmd, 1894 . 

F. It 
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states the case in the simplest terms and that his illustration 
does not aim at accuracy of measurement, but only at mak- 
ing the conception clear. This defence raises a general 
issue. To what extent can inaccuracies be permitted in an 
illustration meant to make conceptions clear? 1 do not 
contend that perfect accuracy is possible or even necessary 
in an illustrative case. But obviously there must be certain 
limits. When an illustration remains within the realm of 
probability, it may be considered a good illustration even 
if no factual accuracy can be claimed for it. When it 
trenches into the realm of the improbable, it may still be 
considered an illustration though a bad one. But when it 
passes from even the twilight of im])robability into the utter 
darkness of the impossible, then indeed, it is neither good 
nor bad; it simply ceases to be an illustration. Taussig’s 
illustration falls under this category. 

He assumes that a man having 105 cents to spare for 
oranges at the rate of 50 cents for the 1st, 25 for the 2nd, 
15 for the 3rd, 10 for the 4th, and 5 for the 5th would still 
buy only 5 oranges when he has to pay only 25 cents for 
the whole lot at the market price of 5 cents per orange. 
This identity between the number of units purchased by the 
same individual under the two widely differing systems of 
purchase is an impossibility in the case of a normal man 
purchasing a representative commodity. In practice, an 
individual who was willing to pay 105 cents for the first 5 
oranges would certainly buy a few more oranges when he 
finds that the first five have cost him only a fraction of the 
amount, i.e., 25 cents. And even if he buys one orange more 
the marginal unit becomes different. In other words, the 
margin shifts because conditions change and thus destroys 
the very basis for comparison and calculation. Tlie assump- 
tion that the marginal unit is the same under the two widely 
differing systems of purchase is necessary in Taussig’s 
method of calculating the consumer’s surplus. That as- 
sumption is, however, untenable and makes such calcula- 
tion impossible.^^ 


For a more cletailrd explanation refer p. 415-416 of the 
Indian Journal of Econofnlcs, January, 1950. 
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Marshall has taken such elaborate pains with his illus- 
tration and has appended to it long footnotes, that it is not 
easy to improve upon his explanations in this respect. The 
reader has only to go through his discussion carefully to 
understand that the method of calculation adopted is entire- 
ly different from that of Taussig. There is nothing of 
Taussig’s deceptive simplicity. Marshall’s illustration is 
more laboured; but then the labour has not been 
wasted. Even if we grant Cannan’s contention that 
the figures given by Marshall are not historical facts, there 
is nothing of impossibility or even improbability in his 
illustration. 

My assertion that ‘there is no such thing as a consumer’s 
surplus for all commodities taken together’ is surprising to 
Dr. Gopal. A great deal of the surprise might vanish if it 
is remembered that Marshall’s consumer’s surplus does not 
mean 'surplus satisfaction.’ To Dr. Gopal these two terms 
seem to be identical in meaning and therefore easily inter- 
changeable. For he says that my argument means that “a 
person cannot get more satisfaction than his resources, i.e., 
he can get no consumer’s surplus.” Later he says, ". . . . 
this means that the advantages or consumer’s surplus got by 
spending £100 in England . . . and again, “the total 
of all these surpluses,” (meaning consumer’s surpluses), “is 
the extra benefit he gets from his conjecture,” and so on. 
But I have already shown that according to Marshall the 
consumer’s surplus is only the 'economic measure’ of the 
'surplus satisfaction,’ and therefore as much different from 
it as a barometer is from the weather. I have not then 
argued, as Dr. Gopal seems to think, that 'surplus satisfac- 
tion’ is possible only in any one commodity. Nor even have 
1 argued that there are no consumer’s surpluses for different 
commodities when taken separately. All that is suggested 
is that in the sense in which Marshall conceived of and cal- 
culated consumer’s surplus, it is not possible to think of a 
consumer’s surplus for a number of commodities taken 
together. 


Econo mica, 1924. 
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Dr. Gopal claims that the term, ‘'olher things being 
equal,” means only that Marshall is making use of his 
‘‘familiar statical method.” 1 do not dispute the useful- 
ness of the static method. But even for purposes of a study, 
we cannot think that conditions are static and at the same 
time that conditions are not static. When we calculate the 
consumer’s surplus of a commodity we do so on the assump- 
tion that ‘other things remain equal,’ that is, as Dr. Gopal 
points out, conditions of demand, supply, price, in fact, 
everything about every other commodity remain without 
change, and that the price of that commodity alone rises to 
scarcity value. We might then reasonably put down 50 cents 
as the price that might be paid for the 1st orange as Taussig 
does, or 20 sh. as the price thal might be paid for the 1st lb. 
of tea as Marshall does. But when we are thinking of the 
consumer’s surplus for a number of commodities taken to- 
gether^ we are thinking of the difference between the total 
amount actually paid for them and the total amount that 
might have been paid if everyone of these commodities, and 
not merely one of them had risen to their ‘scarcity values.’ 
How is it possible to think that all commodities rise to their 
scarcity values, and at the same time that only one of them 
rises to ils scarcity value? It is only in this sense that 1 
have stated that there is a contradiction in ‘terms. But my 
contention that there is no such thing as a consumer’s sur- 
plus for all commodities taken together is not to be taken in 
the literal sense. The difference between a man’s total re- 
sources and the sum he has actually paid for the ])urchase 
of different commodities bought, is in the literal sense the 
consumer’s surplus for all commodities taken together. But 
this is very much different from, in fact, it will be only a 
fraction of, what we obtain by adding together the figures 
obtained by calculating on the Marshall jffan the consumer’s 
surplus of each commodity taken separately. When the 
consumer is faced with the prospect of paying the highest 
possible prices, not merely for the first units of one com- 
modity, but for the first units of every commodity he wants 
to buy, then indeed, is the highest offer for the first unit itself 
bound to be revised considerably. Instead of then offering 
20 sh. for the 1st lb. of tea rather than forgo its use, he 



'consumer's surplus' A REJOINDER 


317 


will be obliged lo reduce the highest demand price to say 
10 sh. or even to a much smaller amount, for the simple 
reason that he has to spread his resources over a number of 
commodites. The maximum potential prices offered for the 
various units of a commodity would then be very much dif- 
ferent from the maximum potential prices offered for the 
various units of the same commodity, when instead of tak- 
ing the commodity separately, Vv^e group the commodity 
along with other commodities and conceive of the consumer’s 
surplus of all the commodities taken together. To conclude, 
Marshall’s static method and the assumption in calculating 
the consumer’s surplus of a commodity that its price alone 
rises to scarcity value prevent us from making use of and 
adding the figures so obtained in constructing a consumer’s 
surplus for a number of commodities taken together. 

When we say that a man having an income of £100, 
and spending it on the purchase of different commodities 
gets a consumer’s surplus of £1000, what we mean or 
ought to mean in accordance with Marshall’s definition of 
consumer's surplus is that the individual might have paid 
a £1000, in exc ess rather than forgo the purchase of the 
differetit commodities. To the question whether any man 
in iMigland or Africa could ever offer an extra £1000, when 
his income is oidy £100, neither Marshall nor Dr. Copal 
has given a straight answ^er. When a £100 become worth 
more than a £1000 to the same person in the same place 
and at the same time, it ceases to be an economic phenome- 
non; rather it becomes a magic performance. Marshall’s 
comparison of a man in England with another in Africa and 
his reference to the benefits derived from a bridge do not 
constitute an answer to the point raised. His answer is, 
however, suggestive — suggestive of the fact, that here, he 
has suddenly reverted to the consideration of his primary 
and more important idea of a "surplus satisfaction.” Just 
as some persons feeling a momentary strain, at times in- 
voluntarily peer over the spectacles instead of through them, 
here, Marshall, while still holding the consumer’s-surplus 
apparatus in his hands, looks straight at the "^surplus 
satisfaction’ instead of through the dusty lens of the 
apparatus. 
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The doctrine of dynamic satisfaction^*’ is enunciated to 
explain the apparent inapplicability of the concept of con- 
sumer’s surplus to necessaries and conventional necessaries. 
To appeal to the experience of the common man and to say 
that ('bviously the concept cannot apply to necessaries, is not 
to provide any enlightenment to the common man. A science 
must not merely take note of facts, but also seek to explain 
facts Nicholson has pointed out that even when applied to 
comforts and luxuries there is a certain degree of unreality 
about the concept. Only, the unreality becomes too glar- 
ing to be ignored when it concerns necessaries. An explana- 
tion which seeks to exclude a certain vSection, just because 
the defect has become too obvious is certainly not an ex- 
planation at all. If a better explanation than ihe doctrine 
of dynamic satisfactions can be found it would be quite 
welcome. But the need for an explanation cannot be 
denied. 

Dr. (/opal asks whether there is anything like a just 
and prof)er price Vhich is the correct price.’ I have not 
stated that there is any such ‘correct price.’ I have only 
referred to the price which the comumer considers to be the 
just and proper price. According to Dr. Gopal no price 
would be considered just and proper by any consumer. This 
is a matter of personal experience and it is not possible to 
argue about it. For my part, T frequently hear statements 
made by consumers such as, “I had to pay a high price,” 
or “I got it for a very low price,” statements which imply 
that ^here is a price which the consumer would consider to 
be neither high nor low, that is, a price which he would 
consider to be just and proper. Clarity of thought is ab- 
solutely essential in such discussions where popular phrases 
are freely drawn upon and attempts made to prove the 
reality of certain concepts by what Taussig calls their ‘accord 
with familiar phrases.’ Unless we define and draw distinc- 
tions between terms which appear to be similar like ‘con- 
sumer’s surplus,’ ‘psychic surplus”'^ and ‘surplus’ satisfac- 

Discussed in detail in the Indian Journal of Economics, 
January, 1939, p. 418-419. 

Ibid., p. 418. 
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lion,’ we may confuse between ideas which are fundamen- 
tally different. 'Surplus satisfaction’ itself is capable of 
two interpretations. Seligman^^ has pointed out that there 
can be only one surplus, viz., the surplus of utilities over 
effort or cost. Though Seligman’s analysis is more consist- 
ent and logical, it is barren of conclusions which are of any 
theoretical or practical importance. Further I have concerned 
myself with Marshall’s ideas, and his 'surplus satisfaction’ 
has nothing to do with cost or effort. I’hat it is identical with 
the Marginal Surplus of Utilities and that it arises out of 
Marshall’s perception of a total utility which is out of all 
proportion to the marginal utility is clear from references 
scattered throughout his discussion such as, "we cannot 
trust the marginal utility of a commodity to indicate its total 
utility,”^^ and, "the total utility of salt to him is very great 
indeed, and yet its marginal utility is low.”^^’ 

K. J. Mathew Tharakhan. 


[This controversy Is now closed — M.F. | 


Co-operative Movement in Assam 

(A Note from the Registrar of Co-operative 
Societies, Assam) 

/. Existing State of the Co-operative Movement in Assam. 

(a) Provincial Co-operative Bank: — At the head of 
the Co-operative Financing Institutions in this province is 
the Provincial Co-operative Bank of Assam Ltd. which was 
registered in 1921. The Bank has 33 preference and 51 
ordinary members, the latter of whom are all registered 

Seligman’s Principles of Economics. 7th edition, p. 194 — 

203. 

Principles, p. 129. 

Ibid., p. 129. 
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Co-operative societies. The Bank issues loans to co-opera- 
tive Central banks and other urban societies with limited lia- 
bility. Formerly it advanced loans to village credit societies 
as well but this has now been stojiped. The present position 
of the Bank is sound though it has not made much headway. 
In fact it compares poor when in comparison with other 
sister institutions of various ])rovinces. The present work- 
ing capital of the bank is Rs. 3,67,186 which is smaller than 
that of some of ihe Central Banks of the province. The 
rate of interest charged by the bank on fixed deposit is 3 
to 4% and that of lending is 6%. 

(/>) Central Banks : — Total number of Co-operative 
Central Banks in the province is 18. They finance general- 
ly agricultural credil societies with unlimited liability but 
not individuals. The Central Banks have 674 individuals 
and 1191 society members. The total working capital is 
Rs. 23,56,745 which consists of shares (Preference and 
Ordinary) and deposits (fixed, Savings and (lurrent) received 
from members and non-members. Fixed deposits are for 
varying periods from 1 to 4 years and the rate of interest 
paid is 4 to 6% and interest charged to village credit socie- 
ties is 9%. In the pre-depression period the rate of interest 
on deposits and lending was much higher and has now been 
reduced. There was a time when Central Banks enjoyed 
prosperity but the slump in prices of agricultural produce 
and fall in value of landed property have retarded their 
progress. Besides, the introduction of Assam Money 
Lender’s Act and Debt Conciliation Act and their applica- 
tion to co-operative societies have also badly hit some of 
these financing Central Institutions. Due to fall in recovery 
from rural co-operative credit societies on account of the 
economic depression and other legislative measures, the 
Central Banks are finding it difficult to meet their obliga- 
tions to the depositors (and had to fall back on the re- 
sources of the Provincial Co-operative Bank). 

(c) Agricultural Credit Societies : — ^^These rural credit 
societies were started with the idea of rendering financial 
assistance to agriculturists at reasonable rate of interest and 
to keep them from the clutches of usurious money-lenders. 
These credit societies are all on unlimited liability and al- 



CO-OPERATIVE MOVEMENT IN ASSAM 


321 


most all on share basis. According to the latest Government 
report the number of these credit societies is 1,289 with a 
membership of 42,219. Total loans from individual mem- 
bers to societies stood at Rs. 17,81,114 for 1937-38. The 
credit societies have been financed with loan from some 
local Central Bank to which those are affiliated. The loans 
were given mainly for periods of 3 to 4 years and were 
mostly on peisonal security. The usual rate of interest 
was ]5|%. Since the days of depression the collection 
of interest and principal of loans from the credit societies 
have been falling off year after year and as much as 94% of 
the loans are now standing overdue. Most of the credit 
societies are now running at a loss due to the application of 
the Assam Moneylender’s Act and the Assam Debt Concilia- 
tion Boards to the co-operative societies in the province. 
The position does not show appreciable signs of improve- 
ment and will lake years to clear up the position which 
presents accumulated overdues of several years in the past. 
To revitalise the village credit societies fresh financing 
for legitimate current agricultural needs, and remission of 
interest or principal as may be necessary, will have to be 
applied in large scale. For improvement of repaying 
capacity of members and thus to reduce their indebtedness 
the Department is rendering help to members of rural 
credit societies to supplement their agricultural income by 
taking up of subsidiary occupations. The weaving and 
sericultural departments are co-ordinating with the depart- 
ment in introducing weaving and sericulture in selected 
locality. 

[d) Non -Agricultural Credit Societies : — Total number 
of these societies is 112, with 13,337 members and working 
capital of Rs. 26,42,249. There was all-round progress in 
the working of these societies. 

(e) Land Mortgage Banks : — Number of Land Mort- 
gage Banks is 5. These banks were started to provide a 
machinery of credit for issuing long-terms loans to land- 
owners and agriculturists and to reduce their past debts. 
The working capital of these banks was secured from 
shares, deposits for fixed periods of 3 to 5 years and 
advances from Government. The loans were issued to 

F. 12 
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individuals on the security of their immovable properties 
and were for 10 years. Due to the depression the assets 
of these banks became frozen and the banks are now taking 
coercive measures to restore their position. (These banks 
could not meet depositors’ demands and have lost all public 
confidence). The working capital of these banks for 1937- 
38 was in total Rs. 4,79,381. 

(/) Non-credit Societies: — (i) Store: — The Stores 
movement has not been popular here and many had been 
liquidated in the past. Total number of this kind of 
societies is now 11 of which 3 worked at a loss last year. 

(ii) Milk Societies: — Total number of milk societies 
is 20. These societies are gradually closing down. 

(Hi) Land Improvement Societies: — There is only 
one Land Improvement Society in the province which is 
protecting paddy fields of members from annual flood and 
ravages of water hyacinths. 

(iv) Mutual Benefit Societies: — There are 5 such 
societies some of wliich are making steady progress. 

(v) Village Welfare and Better Living Societies: — 
For the iqdift of rural masses village welfare societies are 
being started and tludr members are on the increase. Total 
number of this kind of societies is 13. 

(vi) Womens Co-operative Societies, — There is one 
pure thrift and savings society among women registered in 
1937. Its business is steadily on the increase. Home 
saving boxes are supplied to individual members and the 
total savings made therein are collected every month and 
deposited in the account of the members concerned. 

(vH) Fishery Societies: — There are two such societies 
one of which attained considerable success. 


//. The Law on which it is based: — 

Assam has not yet got its Provincial Co-operative Act 
and is under the All-India Co-operative Societies Act 2 of 
1912 and the Provincial rules framed under section 43 of 
the Act. The proposal for having a separate Act for the 



CO-OPERATIVE MOVEMENT IN ASSAM 


323 


province for belter working is under consideration of the 
Government. 

IIL The facility that the provincial Government or State 

affords the movement and the success so far attained 

by the movement in the various fields of its activity. 

As elsewhere the co-operative societies started in the 
province were mainly for supply of credit to rural 
agriculturists. Since the starting of the Co-operative 
Central and Provincial Co-operative Banks for financing of 
village credit and other societies the practice of direct state 
financing of co-operative societies has ceased. Government, 
however, grant annual contribution towards cost of mainten- 
ance of Supervisors of Central Banks. At the initial stage 
of the Co-operative Land Mortgage Banks Government 
granted advances to these Banks. Besides for encourage- 
ment of industries in selected locality and maintenance of 
adult night schools by co-operative societies, Government 
also make annual contribution to co-operative societies or 
Central Banks as may be required. (The amount of such 
Government assistance has been falling off year after year 
in view of financial difficulties). 

The supervision and audit of Co-operative Societies is 
done by Government through the Co-operative Department. 
At the head of it is the Registrar of Co-operative Societies 
who is also the Director of Industries. There are two 
Assistant Registrars, one auditor, 15 Inspectors of Co-opera- 
tive Societies. The Inspectors have to do inspection, 
organisation, liquidation etc., besides audit. As there is no 
separate audit staff in the province the statutory obligation 
of the Government is proving a heavy burden on the exist- 
ing inadequate co-operative staff. The creation of a 
separate audit staff is under consideration of the Government 
and if this is given effect to. Circle Inspectors will be 
relieved of this work and the movement is likely to show 
better results. 
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A formula for limits of variations in a weighted Index 
due to a new series of weights 


The present formula is intended to indicate the limits 
of variations which the application of a new series of weights 
to a given series of unweighted indices might produce in the 
weighted index calculated from a given series of weights 
applied to the same unweighted indices. For example, a 
weighted cost of living index may be worked out for the 
whole population of a certain centre, and it may later be 
found necessary or desirable to work out similar indices for 
certain sub-groups of that population separately. In such a 
case, while the price-indices will remain the same, weights 
for the different sub-groups might differ. With the aid of 
the present formula it should, however, be possible, without 
actually working out the weighted general indices for the 
different sub-groups, to determine the limits of deviations, 
positive or negative, which these indices may show from the 
general weighted index already computed. 

2. Let w denote a given series of percentage weights 
corresponding to a given weighted index I and w' a new 
series of percentage weights. Let V be the new weighted 
index corresponding to w\ 

Then, if p denote the series of unweighted indices for 
individual items and n be the number of items, 


r_ T>i0)i+P2C02 + P 30 ) ;4- . . . PnO)n 

0Dl-l-a)2 + (ja3 4- . . -f(On p (0 


. ( 1 ) 


-+-P20)2 +PHa)H -4- . . . -ep„(0n . 

Oj. +0)2 +0)3 4- . . -f (Ou ^ ^ 

so that 


' ]pi(a)i ^a)i')+P3(a)2*~a)20 + p3(co3 — 0 ) 3 ') + 

1 2co V 

••• +Pn(co„-co,/)|, for 2a) = 2a)'=100, 

= ( 1 ^ psjji" to. where 8r = ( 0 r-co/ generally ... (3) 

Since the two series of weights, w and w\ are not 
identical (by hypothesis), some b’s will be positive and 
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others will be negative (while some may be equal to zero). 
Let ph denote the positive b’s and the negative b’s and let 
ni and na be their number respectively. 

Then 


i.c.. 


Ill 


j 1 ^n6j = (|,6 -f ,,52 + pSs + . . . +p6nl) — 

I(n 5 i + 1162 +n 5 ;t 4 - . . . -f ,,6112 I 

= ((0, 4 - 0)2 + 0):j 4 ... + (On) — (co/ + 0 ) 2^4 0 ) 3 ^ 

■+ ... 4 (Oi/) 

= 0 ; 

n i ln2 I 

1 ^ p 5 = ji ^u 5 I ... (4) 


l^el pp and up denote respectively the series of un- 
weighted indices corresponding to i>h and ub. 

Then, from equation (3) above, 

a-l')XiS(o 


= Pl 8l4p2 62 4p3 63 4 - .... 4 Pn 8n 

~{(pPj. P^i 4 pp 2 i )82 4 pP 3 8^4 ... 4 pPn 1 p8nl) 

|(dPi n8i t“iiP2 n82 4 np 3 n83 4 . , , . 4 nPn 3 11811 j)|} 

(I — lO X ( 0=1 ^,,Pi{,8— ^nP n8 I . , . (f)) 


Let equation (5) be considered under two cases— - 
(1) when I — I' is positive (i.e., the new weighted index is 
lower than the given weighted index), and (2) when I — I' is 
negative (i.e., the new index is higher than the given index). 
Case (1) 

When I - V is positive, it will have its greatest value 

when 

111 

1 ^pP p8 is greatest 


r l2 

1 ^np n8 is smallest 


Let ppg and npg denote respectively the greatest value 
amongst pp’s and the smallest value amongst up’s. 
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Then, h’s being constants, the greatest value of I — I' 


n 

,2 (0 





1 



X ^ (p]% nP^)> 

nl jnli I 
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2 S 

i.e.^ the maximum value of I--I' = V~~ “ (i>Pfr“nPs) 

2 0) 

1 

= (l‘Pg-nPK)xC . . . (( 31 ) 


where c is a constant 



Case (2) 

When 1 — 1' is negative, the maximum arithmetical value 
of 1-1' will be obtained when, from equation (5), 

111 

1 ^ i,p p5 is smallest 
and j np nhj is greatest 


Therefore, proceeding as in case (1) above, if pps and 
up p denote respectively the lowest value amongst pp’s and 
the greatest value amongst np’s, the greatest arithmetical 
value of I — 1', i.e., the greatest value of 1' — 1 

111 

= (pPfC-pP") ^ V' “(nPB-pP»)><C . . . ( 6 ’ 2 ) 

^2 (0 

where c is a constant [the same as in equation (61)]. 

3. The maximum arithmetical difference between the 
given weighted index and the new index based on a new 
series of weights is given by equation (6*1) when the new 
index is lower than the given index, and by equation (6*2) 
when the new index is higher than the given index. The 



A FORMULA FOR LIMITS OF VARIATIONS 


327 


entire range of difference between two new weighted indices 
is therefore given by combining the two measures of 
maximum difference, i.e., by — 

{(pPf?"~nPH)xc} + {^nPg'— pPi'j X c'} . . . (7*1) 
or by {(nPff“~pPH)xc} + {(pPg'~ni)V)xc'} . . . (7*2) 

whichever of (7*1) and (7 2) be greater. 

The full significance of the expressions (7*1) and (7*2) 
deserves to be explained further. If two new weighted 
indices, I'l and I'o, are worked out on the basis of two new 
series of weights, w'l and w' 2 , respectively, the maximum 
arithmetical difference between the given weighted index (I) 
and either of the new indices (I'l and 1'^) is given by the 
expression (6*1) or (6*2) but the maximum possible 
arithmetical difference between these two new indices (I'l 
and I'.)) themselves will be given by the expression (7*1) 
or (7*2). 

4. The expressions (6*1) and (6*2) give the maximum 
arithmetical difference between 1 and 1' without, it may be 
pointed out, telling when actually I may be greater (or 
smaller) than F. The condition for this is given by the 
following: — 

I ^ I' 

z. 

nl ^ |n2 I 

according as i pP pS |i “ nP n6 I . . . (8) 

The above slatement may not, however, be of much use 
in practice as the saving in calculation will be negligible. 
Whether I — I' will be positive or negative can, however, also 
be definitely indicated if the smallest value amongst either 
pp’s or np’s is known to exceed or equal the greatest value 
amongs the other series (..p’s or pp’s respectively). 

Thus, if pP» 

then 1 — 1' is positive and the maximum difference between 
I and I' is given by (61) and the minimum difference by 

(pP's ~ nPj) C . , , (9T) 
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Similarly, if nPs > pPg» 

then I — I' is negative and the maximum arithmetical differ- 
ence is give by (6*2) and the minimum arithmetical differ- 
ence by («p — pp) X c (9’2) 

While the above formulae for the positive or negative 
character of the difference between I and I' will, if appli- 
cable, certainly save time and calculation, it is doubtful if 
the conditions on which they are based will, in general, be 
found fulfilled in practice. 


J. K. Pande. 


A Socio-Economic Survey of Pano Akil Taulaka 


Pano Akil Taulaka is in the Sukkur District of Sind 
Province. It is in the non-barrage zone. It covers an area 
of 393 square miles, spread over nearly a hundred villages. 

A socio-economic survey of this Taulaka makes a very 
interesting study. Its population, as the Table below 
shows, has increased by 331% during the last fifty years. 


1891 

1901 

1911 

1921 

1931 


10.974 

22,766 

45,581 

41,479 

47,287 


There is no statistical evidence regarding production. 
But local evidence conclusively proves that agricultural 
production has considerably increased due to the construc- 
tion of the canals, sinking of tube-wells and settled condi- 
tions of life due to British Rule. The increase in agri- 
cultural production is proved from the increase in land 
revenue from Rs. 75,000 in 1918 to 1,40,000 in 1935, 
though there has been no change in the rate of assessment* 
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Half a century ago this Taulaka was largely desert. 
Cultivation depended upon floods. The place was a cock- 
pit of crime. There is now a considerable reduction in 
crime due to better economic conditions and better adminis- 
tration. There was hardly any industry, except that of 
shoe-making, which depended upon the local market. 
Today this small Taulaka has two rice mills, one aerated 
water factory and three leather factories. These leather 
factories get their raw materials from the Punjab and export 
finished kid skins to Europe. 

Half a century ago, there was nol a single school, no 
dispensary, no library, no Post Office, no Local Administra- 
tion, no sanitation, not even a place of recreation. Now, 
there arti eight Schools, a Covernment dispensary, a library, 
a Post Office, a Local Board and a Club. Several roads have 
been constructed. Pano Akil today is a much l)etter, 
healthier and more pros[)erous place than it was 50 years 
ago. 


Agriculture 

A part of this Taulaka is still a waste. Out of the 
total area of 252,732 acres, only 86,000 acres (i.e., 34% 
arc cultivated, 60,000 acres (nearly 24%) are available for 
cultivation, but at present uncultivated. 65,000 acres (Lc., 
26%) are covered by forest, and the rest 41,000 acres 
(nearly 16%) are totally uncultivable. Agricultural pro- 
duction can be nearly doubled, if the cultivable waste of 
60,000 acres is brought into the plough. But tube wells 
will have to be constructed before this can be done. 
Technical advice and a little encouragement from the 
Government Agricultural Department will be sufficient to 
induce the land-owners to extend their enterprise. Most of 
them have a lot of money, but have no ideas nor any organis- 
ing ability. 


Irrigation 

More than half the area cultivated depends upon irri- 
gation, as the average annual rainfall is about an inch only. 
The irrigated area covers 23,000 acres, the non-irrigated 
R 13 
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20.000 and the fallow 44,000 acres. Five State canals 
irrigate 18,000 acres, and 2,000 private pucca wells irrigate 
about 4,000 acres. The crops which have benefited from 
irrigation are wheat, jowar, bajhar, gram, fodder and oil 
seeds. The wheat area has increased since 1918 from 

10.000 to nearly 20,000 acres, the jowar area from 7,000 
to 14,000 acres, the bajhar area from 450 to 1,400 acres, 
the gram area from 100 to 1,500 acres, the fodder area from 
nil to 25 acres, the oil seeds area from 600 to nearly 3,000 
acres. Production has more than doubled due to this 
increase in the area under cultivation. There is not much 
evidence of any considerable increase in production due to 
better methods of cultivation or better seeds. Irrigation has 
benefited fruit gardening also. Fruit trees have increased 
five times, from 40 to nearly 200 during the last 20 years. 


Cattle 

This Taulaka possesses about 20,000 heads of cattle, 
whereas 30 years ago it had nearly 40,000. Cattle popula- 
tion has been halved. It is now better fed but the quality 
is not any better. Cattle is required mainly for lift- 
in igation. Milk and butter are considered to be subsidiary 
products. 

Oxen and he-buff aloes are used for ploughs. Oxen 
have decreased from 13,000 to nearly 8,000 during the last 
35 years. Bull-buffaloes for breeding purposes have 
completely disappeared. Bulls for breeding have decreased 
from 80 to 20, cows from 12,000 to 6,000, and she-buff aloes 
from 35,000 to 2,000. People now-a-days prefer she- 
buffaloes to cows. Goats alone maintain their number at 
about 13,000. Horses, sheep, donkeys, camels — all have 
decreased in number. On account of the decrease in the 
number of the cattle, the cost of production has considerably 
declined. Thirty years ago a pair of plough cattle used to 
work an area of about 5 acres; now they work over nearly 
double the area. The farmer now maintains only half the 
number of cattle, but he takes twice the work from each 
head. The cattle are now not so necessary for crop pro- 
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duction, as canal and tube-well irrigation are superseding 
lift-irrigation. 


The Holdings 

The total cultivated area is divided in more than 7,000 
holdings, of which more than 4,000 are under 5 acres, and 
only 11 over 500 acres. In between, we have about 2,500 
holdings of 5 to 25 acres, 350 of 25 to 100 acres and about 
50 of 100 to 500. Consolidation and sub-division of hold- 
ings are both increasing at the wrong ends. Ambitious land- 
lords are increasing the area under their sway, and small 
holders are parting with petty fragments of land. There 
is no movement for consolidation of small holdings. 

Agricultural Finance 

The main source of rural credit is the village money- 
lender. He keeps his business absolutely secret, unless the 
matter goes to Court. His rate is pretty high; but, now-a- 
days, he is very reluctant to give credit. The total amount 
of credit advanced by the money-lender cannot be ascertain- 
ed without State authority. 

The Co-operative Societies are total failures. The 
members look upon them as State Charitable Institutions. 
There are 8 of them, one in each of the following villages: — 
Pano Akil, Dadlo, Bhelar, Chechro, Hingoro, Panhwari, 
Soomra and Sadoja. There are about 250 members in all 
these Societies. Almost all of them have become members, 
not to co-operate with each other for social and economic 
purposes, but just to get other people’s money at cheap rates. 
There is no other form of co-operation, except for credit. 
The Secretary told me that they needed ^seeds’ and 'sales’ 
co-operative societies. He did not mean that they should 
co-operate to procure better seeds, nor did he mean that they 
were to make any effort to organise the marketing of their 
produce. He meant that the State in the name of co- 
operation should supply them free seeds and arrange for the 
marketing of their produce. Most of the members seem to 
me to be bankrupt, to whom nobody else was giving credit. 
We cannot, by co-operation, make bankrupt people solvent, 
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just as idiots cannot, by sitting in a body, become suddenly 
wise. The entries to the credit of the members in the books 
of the co-operative societies seem to me to be fictitious. 
Each member has purchased a share of Rs. 20 payable in 
easy instalments of Rs. 2; but from local enquiries, it was 
apparent that even this small instalment was paid from 
loans, contracted from the Co-operative Societies themselves. 
Loans to members are, according to rules, given to the extent 
of l/5th of their landed property. This rule is not 
observed. The maximum loan does not exceed Rs. 500. 
Interest is calculated at the rate of 0-14-7%) p.m., i.e., 
about 11%. It has now been reduced to 7^%. The co- 
operative societies were closed for 3 years, from 1930 to 
1933, as sums borrowed in 1926 had not been paid; still 
they have not been paid. Even interest has not been fully 
recovered. The credit societies have invested about 
Rs. 7,000; but there is no likelihood of recovering the 
money. 

The main cause of the failure of the co-operative 
movement is that co-operation is regarded as a Government 
affair. The peasants, so the Secretary told me, are ‘"afraid 
of Government money.” The debtor has to sign a mortgage- 
deed with the Society. If the money is not regularly paid, 
the Supervisor issues the decree. There is no Civil Court 
to protect the debtor by the dilatoriness of its proceedings. 
The cattle are put in the lock-up for failure of payment and 
then sold for Rs. 5 when they are worth Rs. 50. The 
money-lender is lenient. He accepts cattle instead of 
money; but he is only a pleasant enemy. A suitable organi- 
sation of rural credit can only be evolved after the liquida- 
tion of illiteracy, and a suitable settlement of old debts. 
These old debts cannot be paid, under any circumstances. 
They exist only on the money-lenders’ books. It will be to 
his benefit, if they were considerably scaled down. 

Manufacture 

There are two rice mills, one aerated water factory, and 
three leather factories. There is nothing remarkable about 
the rice mills or the aerated water factory, which have now 
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appeared everywhere. But the leather factories struck me 
as very well-organised, and their managers, Punjabi 
Mohamadans, most enterprising. One is rather a small 
fadory, with one proprietor, who is also the manager, work- 
ing with four labourers. He was rather very reluctant to 
let me into the secrets of his business and all that I could get 
out of him was that his cost of production of finished leather 
is about Rs. 15 per maund and selling price Rs. 30 per 
maund. He looked rather very affluent. Local men, who 
out of envy, exaggerated the income of their more prosperous 
neighbour, pul his income at Rs. 3,000 a year. In my 
opinion it could not be more than Rs. 1,500 to Rs. 2,000. 

The proprietor of the bigger factory was an easier man, 
as he was a producer on a large scale, he indulged in lies, 
also, on a large scale. His investment, he told me, was 
about Rs. 15,000. 1 walked round the factories, examined 

everything carefully and subsequently asked the local people. 
The investment was hardly of Rs. 500. He divided his cost 
of production as under: — 


1 

Raw hide ••• 

Rs. 16/- per maund 

2. 

Bark of a particular tree, 
imported from Ainbala 

o/ 

5» »» 

3, 

Dies 


1. 

Lirne 

« 5/- ,, 

5. 

Labour (piece rate) 

V 3 /” 77 


Rs. 28/- per maund. 

Raw hides, from local enquiries, appear to be cheaper, 
the rate per maund ranging from Rs. 3 to Rs. 10 according 
to quality. The proprietor actually does not pay his labour 
as well, as he told me. He employs 8 men, of whom 5 are 
Muslims and 3 depressed class Hindus. Caste Hindus do 
not like to handle hides and their labour is very dear. The 
labourers seem to be very poorly paid and very poorly 
treated. 

The proprietor told me that they were producing about 
500 maunds a year and selling at Rs. 40 per maund. He 
makes a profit, inclusive of interest, of Rs. 12 per maund, 
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in all Rs. 6,000 a year. This does not look to be an under- 
estimate, because he is said to have come from the Punjab, 
some 25 years ago, a penniless man; now he is big land- 
owner and money-lender. He is an expert enterpriser. The 
kid skins and sheep skins, that he showed me, were simply 
excellent. It is he who has trained his labourers to make 
such materials. 


Trade 

Wheat is the principal commodity which is exported to 
Europe via Karachi. The following statistics, collected 
from the returns of Pan Akil Railway Station, are worth 
study : — 


Year 

Wheat 

Oil seeds 

Total Export Total freight 


Maunds 

Maunds 

Maunds 

Rs. 

1926 

117,190 

n i 1 

319,462 

97,620 

1927 

118,894 

nil 

266,720 

76,955 

1928 

50,940 

n i 1 

173,996 

34,107 

1929 

10,833 

11 i 1 

133,882 

34,793 

1930 

50,599 

1,414 

18 .’,768 

45,382 

1931 

65,729 

1,894 

223,018 

00 

1932 

32,902 

1,099 

220,852 

57,751 

1933 

74,129 

2,981 

82,432 

83,434 

1934 

82,103 

1,100 

275,000 

144,239 


The efifects of the depression as well as the slow 
progress of subsequent recovery are obvious. 


The Standard of Living 

The standard of living in Pano Akil town itself is quite 
high. There are no less than 60 shops which cater for the 
various needs of its inhabitants. The richest people are the 
Hindu Marwadi shoemakers, who are also money-lenders. 
Five of them are said to possess 6 to 10 thousand rupees. 
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Out of 200 buildings 15 are made of pucca bricks. There 
are 10 ordinary wells, and 35 lube-wells in the town itself. 
In the 100 villages around Pano Akil, the standard of living 
is very low. The diet is substantial, but the housing is 
extremely poor. 

D, /. Sind College, Karachi, D. H. Butani. 


Survey of Rural Indebtedness in India — A Comment 

In No. 80 of the Indian Journal of Economics, 
Dr. B. G. Ghate has outlined a scheme for the survey of 
rural indebtedness in India with a view to make the collec- 
tion of data more scientific and more light-bearing. This 
is indeed a very important subject, and the following obser- 
vations are made on the strength of about nine years’ field 
work experience. 

The Compiling Agency 

How should the actual compilation of the data be done, 
and who should do it at the primary stage? The usefulness 
or otherwise of any inquiry will largely depend on the 
ac(*uracy of the date. Checking and the application of 
statistical methods are all right, but they resemble injections 
and surgical operations which depend for their beneficial 
effect on the vitality of the patient’s heart. Dr. Ghate 
recommends that Revenue officials should be deputed for 
this work with ready-made forms and, after the data are 
compiled, he proposes to entrust the work of checking to a 
committee. He also proposes that the compilation should be 
from door to door. Even the Bowley-Robertson suggestion 
is that each village should be investigated into by a separate 
investigator for a year (of course the inquiry to include 
many other items than debts), but it is clear that they intend 
the deputation of trained men for this work. Dr. Ghate 
does not make it clear whether the deputed Revenue officials 
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should be part-time or whole-time, but even presuming that 
they should be deputed to the work whole-lime, two considera- 
tions would have to be given due weight before expecting 
satisfactory work from that agency. Firstly, the process of 
inquiry is a laborious one requiring a special amount of 
technical knowledge, patience, tact and sympathy if the truth 
should be got at, and it is not at all certain that in every 
Revenue official selected at random, such qualifications 
could be got at. Secondly, Revenue officials would invari- 
ably tend to depend on the village officials for the informa- 
tion, and both the deputed officials and the village officials 
must be reasonably expected to cherish certain set axiomatic 
beliefs, and such beliefs are bound to vitiate the debt survey 
considerably. For instance, although there is no connection 
really, neither the village official nor the Revenue official 
would like the idea of making it plain that in his respective 
jurisdiction rates of real interest were high or tliat village 
records were highly defective, or that the village officials 
were largely responsible for many Individual cases of 
injustice regarding landholding, money-lending, etc. In an 
inquiry held under the direction of Mr. S. M. Bharucha, 
Additional Revenue Secretary, Hyderabad, recently on the 
debt burden on land, although the entire Revenue Depart- 
ment was at his disjiosal, and although the Tahsildars were 
expressly directed to camp in the concerned village and 
scrutinise the figures compiled by the village officials, and 
although it was claimed that such figures were checked by 
higher officers, Mr. Bharucha himself has said in his Report 
that out of 55,027 occupants of land in 312 villages selected 
for the purpose, as many as 4,177 landholders could not be 
got at, and neither Mr. Bharucha nor the student interested 
in the inquiry is able to know what sort of people were the 
absentees. All inquiries into the burden of debt on land 
naturally proceed on land in the village as the basis, and in 
the usual state of affairs, several landholders live far away 
from their lands specially absentee landholders. Would it 
be safe to assume that their lands were debt-free? Would 
it be safe to assume that they were either large holders or 
small holders as a lot? This inability to reach such a 
substantial number must have beep due to the fact that the 
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collection of primary data was done by the Revenue officials, 
and they naturally thought that if some people could not be 
got at, it did not matter at all. But for an inquiry to be 
thorough, it does matter even if a handful of the concerned 
people slip out. Then with regard to the quality of the 
data: Mr. Bharucha has himself admitted that "‘many 
agriculturists’ debts were not correctly reported .... A 
large amount of patted ars’ debt was not disclosed during the 
inquiry for personal reasons.” 

The Village Ecclesia 

It is rather lucky that in villages in India, the spirit of 
individual liberty has not yet spread so far as to persuade 
the generality of them to non-co-operate with such inquiries. 
An urban debt inquiry could not be anything like thorough 
without special legal sanction and the levy of a penalty on 
refusal to give correct answers. Even the Census of India 
depends for its thoroughm^ss on a special law enacted for the 
purpose. But in villages, there are no secrets, and the best 
way to get at corject information is to gather the ecc’lesia of 
the village and first exfdain in the local language the why 
of the inquiry, and then earn the sympathy of the popula- 
tion. The compilation and the verification both run 
concurrent : the occupant and the tenant, the emfiloyer and 
the labourer, the debtor and the creditor, and the village 
elders — all are there and each householder would realise 
the uselessness of any attempt to screen or misrepresent 
facts. Of course, every household in the village should be 
covered, but a door to door method, while it might have the 
apparent merit of affording some secrecy to the data given, 
would lack in accuracy for want of the automatic verifica- 
tion process that would take place before the village ecclesia* 

Occupant, Tenant and Labourer 

Dr. Ghate uses the rather vague term “cultivator” and 
distinguishes this from the agricultural labourer. In the 
“forms” suggested by him, there is no distinction between 
occupant and tenant : the two are indifferently clubbed 
together. Now, the object of any inquiry into indebtedness 
F. 14 
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should be to get at facts as analytically as possible so that 
suitable remedial measures could be suggested or resorted 
to. From this view-point, an agricultural tenant stands 
quite on a different footing from an occupant-cultivator or 
an absentee landholder: whether in zamindari or in raiyat- 
wari lands, the tenant’s rights on the land, of mortgaging or 
of selling, differ from those of the occupant, and a primary 
condition for avoiding confusion is to have three separate 
sets of figures — for occupants, for tenants and for labourers. 
Of course, if an occupant cultivates his land and in addition 
cultivates others’ lands as a tenant, data with regard to that 
would go under additional income. In raiyatwari lands, 
most of the tenants are tenants at will, having no kind of 
rights on the land, and it would be quite pointless to enlist 
them along with occupants of land who have full rights of 
mortgaging or selling the land. 

Area of Lctnd^^ 

Dr. Ghate has made a very important omission by 
speaking of the area of land, the area of the holding, etc. 
Wet, dry and garden land belong to different categories 
altogether, market value differs, as also working expenses 
and yields. The phrase ‘‘debt per acre” is misleading as in 
a holding in which wet land preponderates, the debt per acre 
may appear to be higher than in another holding in which 
dry cultivation predominates although the incidence of 
debt might be really lighter in the first than in the second 
case. The fruitful comparison should be between the 
market value of the land and the size of the debt secured by 
that land. In areas in which special crops are grown like 
coffee, or tea, a fourth class would have to be made as land 
revenue assessment, expenses of cultivation and size of the 
yield, marketing facilities and real incomes differ in the case 
of special crops. 

Costs, Yields and Debts 

On page 14, Dr. Ghate has tried to suggest that data 
should be collected with a view to enable us to gauge the 
incidence of debt, but the difficulties in the way have not 



SURVEY OF RURAL INDEBTEDNESS IN INDIA 339 


been stressed by him. With present-day erratic seasonal 
conditions and sudden and wide fluctuations in prices of 
primary products, with current levels of efficiency in cultiva- 
tion, with a complete absence of crop and cattle insurance 
facilities, it would be extremely hard to get at normal or 
representative figures with regard to costs of production and 
sizes of incomes. Rather, such inquiries should be made 
by still better equipped technicians than either by the 
Revenue official or the general investigator who might have 
received some sort of training : the Gadgil inquiry conducted 
recently on farm costs is an instance. 

The Schedules 

The schedule headings and column headings require to 
be modified considerably. Dr. Ghate must mean the head- 
ing of the first schedule to be ‘‘the debt of each family in 
the village,” but it is printed ‘‘‘the debt of each individual in 
the village.” (Italics are ours) Col. 1 is headed “name of 
person.” This should read “name of the head of the 
family.” Column 3 jumbles together land revenue and rent. 
As explained supra, separate forms and separate registers 
should be used for occupants, tenants and labourers if 
confusion is to be avoided. Col. 8 stands: “amount of 
money paid towards debt repayment.” It is difficult to 
understand what Dr. Ghate means by this. Does he mean 
the amount paid during the year previous to the inquiry, or 
does he want the figure beginning from Adam and Eve? 
For, the majority of debts run for generations, and if 
Dr. Ghate expects the average agriculturist to remember 
transactions over decades, there is a probability of his being 
disappointed. The inquirer must adjust himself to the level 
of the mentality of his subject. It may seem strange, but 
this is true that during an inquiry held by the writer of this 
article, several women in villages could not remember how 
many child births they were responsible for. The heading 
requires to be more analytical. Towards debt repayment, 
a debtor does often pay in kind, and it would be profitable 
to know how much was paid in cash and how much in kind 
(in terms of rupees) say, during the previous five years. 
Similarly, col, 9 would be more useful if broken up into 
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two sub-headings like ‘^rate of interest paid in cash,” ‘‘rate 
of interest paid in kind” and “total real rate of interest.” 
Under column 10 dealing with objects of debts, a small list 
of probable causes would have to be laid down in which the 
“miscellaneous” would naturally loom very large : many a 
villager could not tell these things in detail. 

Schedule IL 

“The incidence of indebtedness” would have to be 
gauged differently in the cases of occupants, tenants and 
labourers. In the first case, the incidence would have an 
important relation to the value of the land, but in the latter 
two cases the only relation could be to the income. Thus, 
separate statements would have to be prepared for the three 
classes. Col. 2 must have sub-columns for wet, dry and 
garden (and if necessary, special) lands. Col. 5 would be 
meaningless even if transferred to a separate statement : 
“seasonal debt” for labourers could not have any meaning — 
unless things are meant like marriage seasons or drinking 
seasons. But here we are concerned with agricultural 
seasons, and the labourer does not incur any expenses of 
cultivation, being a labourer by hypothesis. Col. 7 as it 
stands does not carry any meaning: “distribution of debt 
according to size of holding” is too vague a heading. What 
kind of debt — secured by land, secured by other property, 
unsecured debt? Size of holding? Wet, dry or garden, 
or the value of the holding? “Debt per head” — is this debt 
per family indebted, per family whether indebted or debt- 
free, or per capita — taking into account only the indebted 
families or the entire population — comprising the land- 
holders? or the residents? A debt inquiry is not so simple 
and easy as Dr. Ghate appears to believe. Col. 11, 
(iii) “From money-lenders” is too big a genus: “cultivating 
money-lenders” and “non-cultivating money-lenders” — 
figures for these separately — ^would help in indicating the 
prospect of land transfers to non-cultivating classes. 

The Central Problem 

Really Dr. Ghate intends an economic inquiry, not a 
mere debt inquiry, and he is right. The purpose of any 
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such inquiry should he, after a thorough all-sided scrutiny, 
to analyse the agricultural population into several types 
requiring to be treated differently before a new start could 
be given. The ensuring of a real wage level corresponding 
to a standard of life considered reasonable for the labourer, 
the tenant and the cultivating occupant respectively, is the 
central problem, and we would be nearer the solution with 
more of basic, first-band, telling statistics. 

S. Kesava Iyengar. 


ERRATUM 

111 the July, 1(140. issue of llie hidiau .foimud of f\cono]nivs^ 
a Note on ‘The Ihohleirt of Eslimatin.y Po])u]ation of India during 
Interceiisal Years’’ ajipearrd under the name of I). N. Sen Gupta. 
The name of the Author should he read as I). Sen Gupta instead of 
D. N. Sen Gupta. 



REVIEWS OF BOOKS 


State Banks for India — by Anwar Iqbal Qureshi. Published by 

Messrs. Macmillan & Co. Ltd., London. 1939. Pp. 248. 

Price 12s. 6d. 

By the State Bank, the author in this book does not mean a 
Central Bank of Issue but any bank doing either savings or com- 
mercial or land mortgage banking business, of which the capital 
is subscril>cd by the Government, or by the public with full govern- 
ment guarantee regarding payment of interest and repayment of 
capital, and of which the general policy is controlled by the 
Government. 

The author begins by showing some of the serious gaps and 
shortcomings in the present banking structure of India and making 
out a very good case for new lines of banking development for the 
purpose of encouraging and mobilising national savings, on the 
one hand, and for financing land improvements, liquidation of old 
agricultural debts, long-term requirements of industries, and house- 
building for persons of moderate means, on the other. 

The author’s suggestions on all these matters are based on a 
close, and in some cases first-hand, study of the working of state 
banks and land-mortgage credit institutions in Australia, New Zea- 
land, South Africa and the United States of America. He also 
gives a highly interesting account of the various methods by which 
some of the state savings banks of Australia have been endeavour- 
ing to stimulate thrift on a national scale, c.g, flexibility of rules 
regarding withdrawal of money, facilities for tourists, establish- 
ment of school savings banks where the teachers give honorary 
services, and starting of group savings clubs in factories and busi- 
ness houses. Some of these banks have also built up suitable machi- 
nery for giving special financial aids to rural industries. And we 
think there is much for India to learn from the methods and prac- 
tices of the state banks in question. 

The author ends up by suggesting a concrete scheme for the 
establishment of Provincial State Banks in India, each with two 
separate Departments, viz.. General Banking Department for doing 
ordinary commercial banking and Credit Foncitr Department for 
land, industrial and building mortgage banking business. Many will 
agree with author that there is a great need for establishing broad- 
based mortgage banks in India. But, should these banks be orga- 
nised on a Provincial })asis or an all-India basis? And, again, 
should these banks combine agricultural finance, land mortgage 
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banking, industrial mortgage banking and ordinary commercial 
banking? These are questions on which there is considerable room 
for dilierence of opinion. But, in view of the fact that, under pre- 
sent conditions, the credit of a Provincial institution cannot be high, 
that there is likely to be too much of communal factions in a j)ure- 
ly Provincial bank, that economic forces tend to cut across Provin- 
cial boundaries, that such Provincial banks will not be able to en- 
gage the services of first-rale experts, that the financing of house- 
building is at present undertaken by certain joint-stock banks and 
insurance companies, and that we have already got a Central Bank 
and a number of sound commercial banks, it would seem that the 
balance of advantage would lie in the establishment of two All- 
India State Banks, one for co-ordinating, financing and supervis- 
ing a growing number of land mortgage banks and the other lor 
discharging similar functions in respect of industrial, mortgage 
banking. It also seems improbable that the difficulties that are 
likely to crop u]) in the case of Provincial banks can be solved or 
even mitigated by estalilishing Regional Banks cutting across Pro- 
vincial boundaries. 

On the whole, the book is an interesting and stimulating one. 
It supplies much useful information and throws out many valuable 
suggestions. And throughout the book there runs a note of sincere 
and passionate desire on the part of the author to get good and big 
things done without any loss of time. It is a book which should 
repay a careful study by all those who are interested in the problem 
of agricultural and industrial finance in this country. 

H. L. D. 


The Indian Monetary Policy, by B. P. Adaikar. Published by 

Messrs. Kitabislan, Allahabad. 1939. Pp. 112. Price Rs.2/4. 

In this book. Professor Adarkar exposes with conspicuous suc- 
cess the absurdities of our currency situation. As a basis for a 
revision of our policy, we are asked to await stable conditions in 
a world in which conditions have been notoriously unstable and in 
which most countries have sought escape from that instability by 
rapid adjustments of their currency systems. A more bizarre pi'o- 
cedure is hard to imagine. The author hits a nail squarely when 
he insists that the equilibrium of the Government of India’s budget 
is only an element and an insignificant element in the total equili- 
brium of incomes, agriculture and industry of the whole country. 
The chapters on the balance of payments and adjustment of prices 
and costs are incisive, although a more exhaustive discussion and 
greater emphasis on the ratio of exchange of agricultural and non- 
agricultural goods might have supplied a more powerful justifica- 
tion of the thesis. His assumption of the possibility of making 
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gold exports a vehicle of productive investment strikes one as rather 
facile optimism. Perhaps, tlie only part of the book which may 
arouse much dissidence in the ranks of economists is the chapter o/i 
Objectives of Monetary Policy, a part, however, which detracts 
nothing from the presentation of the main practical theme of Pro- 
fessor Adarkar. 

The book is very largely a reprint of articles written by the 
author for the htdian Finance. In the vigour and emphasis of its 
language and in the definiliveness of its aigument and conclusions, 
the book is still true, to its journalistic genesis. Since the argiim^uit 
relates to the situation as it existed before the outbreak of the war, 
it is to be hoped that a second edition Avill be issued in due course, 
re-assessing our currency policy in the light of the vastly different 
conditions of today and examining the bearing of the present thesis 
on them. Few are better qualified for the task than Professor 
Adarkar with his incisive, virile and scholarly pen. 

S. K. Ml RANJAN. 

Savings in Great Britain (1922-3S), by E. A. Radice. Published 

by Messrs. Oxford University Press, Bombay. 1939. Pp. 14-6. 

Price 8s. 6d. net. 

The causes of variations in savings are analyzed by Radice in 
this the second volume of Oxford Studies in Economics on the rea- 
listic foundation of all types of savings effected in Great Britain 
from 1922 to 1935. The analysis exhihils a high degree of fami- 
liarity with the money and captial markets such as the realistic eco- 
nomist might d»‘mand. To this is to he added the exjiericnce in 
accounting methods usually lac^king in economists. The most sig- 
nal feature is the mathematical presentation in regard to which the 
study may be safely described as a pioneer. One need not, how- 
ever, go away witli the idea that Radice has catered exclusively for 
the statistician and ilie matliematician who alone are competent to 
appreciate the worth of his laborious computations. His work has 
much to say to the ordinary economic theorists as well. And un- 
doubtedly it has a social message too. 

Tlie statistics for working class savings from 1922 to 1934 are 
derived from the figures for the funds of (1) industrial insurance, 
(2) industrial and provident societies, and (3) friendly societies and 
trade unions. Middle and upper class savings are analyzed on the 
strength of life insurance data. 

In certain funds one of the problems consists in ascertaining 
what proportion belongs to the working classes. One estimate 
about the wage-earners’ shares in various types of savings is as 
follows ; — 
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1. 2/3rds. Post office and Trustee Savings Bank deposits. 

2. l/3rd. Post Office and Trustee Savings Bank govern- 

mejit slock held for depositors. 

3. l/3rd. Building societies’ .share capital and deposits. 

4. i/3rd. Building societies’ borrowers’ interest in houses 

mortgaged. 

5. ]/4th. National Savings Certificates. 

To the category of ifislitutioiial savings analyzed in this work 
belong increases in (I) Post Office and Trustee Savings Banks depo- 
sits, (2) Nffilional Savings (iertificates, (3) Life Insurance, (4) Build- 
ing societies’ shares and dej)Osits and (5) Mortgage repayments. 
Purely working class savings are excluded from this category. 

Thai economics is f nndanientally a science of classes becomes 
apparent at every stage of the discussion. Somewliat abstruse theo- 
retical ])ropositions have been esiablislied by Kadice in the pers- 
pective of social classes. Of ])rofound economic importance in the 
world of finance and business organization is the statement that in 
a comnun.lly in which business savings are relatively large the pro- 
portion of income saved may lie comparatively small. Lqually 
significant from the same standpoint is the thesis that the lower 
income groups may save ])ro])orlionally more than the higher in- 
come groups. 

The higher income groups tend to save a rather smaller pro- 
portion of any incr. ase in their incomes than the lower income 
grou]:)s. P is suggested that a great part of the savings of the 
richer classes is made for them Ivy ]>iisiness liouses and is therefore 
not shown as individual income in statistical jiublication. 

During the }^erod 1922-1934 the real incomes of persons with 
incomes under 250 increased continuously even during the recent 
de}>ressiom except for a negbgibledrop in 1932. Beal incomes 
over 230 show greater sensitivity to cyclical conditions, l)ut their 
rise since 1932 lias liecn \ery marked. 

The life insurance funds of three of the largest life insurance 
companies rose from £23 millions in 1922 to £3S-2 rn. in 1934. Thf^ 
gradual upward trend is ascribed to the increased use of life insu- 
rance as a form of saving particularly by the higher income groups. 

The distinction between Tiecessaries and semi -luxuries is im- 
portant. Tnereased taxation of necessaries is likely to depress 
savings less than increased taxation of semi-luxuries. The demand 
for semi-luxuries comes g;enerally from the relatively prosperous 
wage-earners. The poorest classes among them eon.stitute the 
market for ihf^ necessaries, and their savings are less elastic to 
changes in income than those of the other section. 

F. If) 
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Radice suggests two methods for the investment of savings. 
The first is the investment by the government, local authorities or 
public boards in a rationalized and planned manner. The second 
method consists in an appropriate redistribution of incomes. In 
the first place, the income of the unemployed and the very poorest 
wage-earners may be increased. And in the second place, the richer 
classes may be induced to save less in case they are guaranteed 
better security in sickness, employment and old age. One can 
see in these prescriptions a somewhat distant echo of the socialis- 
tic public finance of the sovietic brand, much in advance of Pigoifs 
modest transfers of wealth. 

Re this as it may, the methodology of this work ought to be 
assimilated by economists in general in order to improve their 
scientific equipment. 


Benov Sarkar. 


History and Problems of Indian Currency, 1835— 1939— by 

1). K. Malholra. I’ublished by The Minerva Rook-shop, 

Ijahore, 1939, pp. 153. Price Rs.2-8. 

Mr. Malhotra has given in this book a clear and connected 
account of the currency development in India since 1835. From 
the introduction of the silver standard to the eve of the declara- 
tion of war Indian currency has passed through many phases and 
each phase was, as is well known, marked by significant features 
of its own. The author explains them in terms of the conditions 
and forces which brought tliem to the fore and shaped the course 
of events. The book is intended for the use of B.A. Pass and 
Honours students and general readers. The latter will find it 
useful but are not likely to be interested in the subject, but the B.A. 
students will find in the book a coherant account of the history and 
present position of Indian currency in broad outlines. 

The war will involve far-reaching changes in our currency 
as IB all other spheres of economic life; and these changes will be 
conditioned by wider changes in India and elsewhere. Whether 
these changes will be introduced by the general wdll’ of the people 
in India or have to be passively accepted by them depend upon 
the relative position of different factors which is at present unpre- 
dictable. But in the .shape of things to come it is clear that the 
post-war monetary reconstruction will have to be an organic part 
of the general reconstruction. The author is in favour of India 
having independent monetary system of its own. Let us hope 
that India will have monetary '^independence’ and that will mean 
that Indian currency will be a part of the international currency 
system and work in unison with it. 



REVIEWS OF BOOKS 


347 


Mr. Malhotra has in this hook shown a ^oocl understanding of 
the background of the Indian currency j)roLlems and has equipped 
himself for dealing with the diflficult problem of re-construction. 
That would logically be the next step in his Indian currency studies 
and he should be able to take it with knowledge and self-confidence. 
The book is good itself and may be taken as a promise of better 
things to come. 

Cyan Chand. 

Ukuan and Rural Housing — Published by League of Nations, 

Geneva, vm. Pp. 1.S9. 

Mr. A. Loveday, Director of the Financial Section and Econo* 
mic Intelligence Service of the League of Nations, writes in the 
Preface to this volume on “Urban and Rural Housing” that in 
the Assembly of the League, decided that an “international 
study” should be made “of the methods employed in various coun- 
tries for improving housing conditions, with special reference to 
the cost involved and the results obtained, granted the objects in 
view.” 

The Enquiry was entrusted to Mr. M. B. Helger, of the Swedish 
Social Board. This volume embodies the results of the investiga- 
tions conducted. 

It is stated that before the last Great War, though housing 
conditions among the lower income categories were a matter of 
concern to public opinfbn and public authorities in many coun- 
tries, it is only since the War, and particularly after the Great 
Depression that far-reaching changes have come about in the 
matter of housing policy. Marked changes have taken place in 
the prevailing conception of the duties of public authorities in 
housing matters. Mr. Helger remarks : “Thus, vast schemes have 
been set on foot for slum-clearance, for abatement of overcrowding, 
for scientific research into housing hygiene and the application of 
new principles eslalilished to public health regulations and town- 
planning, and the extension of housing policy to rural areas which 
before the war were more or less neglected”. 

The Report is a careful and able survey of the problem in all 
its many-sided aspects. For us in India it should l>e of special 
interest. 

In regard to housing shortage, it is pointed out that it is mainly 
due to the changes in age distribution. The proportion of people 
of marrying age and desiring to set up separate households has 
steadily tended to increase. In urban areas the problem has been 
further accentuated by village populations migrating to the cities. 
The shortage and inadequacy of housing, in rural areas, is itself pro- 
minently stressed in the Report. Indeed in certain countries it has 
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been suggested that it has slimulaled migration to foreign lands. To 
this shortage iriusl also be added the rise in demand for better and 
more sanitary type of house. Even the poorer sections of the 
community would dtsirc to get into belter houses, rent permitting. 

The demand for housing is deemed to he inelastic. The supply 
of housing is governed by the aiitiei paled rental value of the pro- 
perty, and the ruling rate of interest. The lower the rate of inlerest, 
the higher is the value of house property, and ince versa. In fact 
Mr. Helger remarks: “In view of the rvide fluctuations in the rates 
of inlerest charged on short-term loans, those rales inflnenee })ro- 
perty values, building costs and consequently the profits earned by 
builders of house properly to a by no means negligibl exlcnt. 
It would seem, however, that the rates of inlerest eharj>ed on long- 
term loans, and, more ])arlicularly, the real yield from securities, 
exercise an influence on building activity that is still greater, and 
indeed frequently decisive.” 

Various methods have hern adopted to fuinish fiuaneial assist- 
ance. There are for instance the private mortgage hanks. These 
have rendered a eommendalde service in couulrles like the Nether- 
lands, belgium and ( anada. The Credit Fovcier de France is a well- 
known institution in this connection. Tlieii there are the co- 
operative mortgage societies and various tyt^cs of building associa- 
tions. Besides private dfort, the Governments of the various 
countries have taken divetse steps to actively help in meeting the 
housing shortage. This was utilised ]ry some Govi rnments as a 
major method in mitigalinv, unemployment itself. 

As never Itefore, the iirohhm of Bural Housing has attracted 
very special attention, since the war. In several countries the 
problem is distinctly acute. But now, liowever, due to a variety of 
causes, the condition of rural dwellings is improving. Technical 
progress, electrification, improvement in the means of communi- 
cation, have all contributed to the solution of the quest ion. 

In this matter wc cannot help ])oinling out the absence of any 
policy of the Government in India, to meeting the chronic situation 
of rural housing. Even the public has not snflicieni coiueption of 
the seriousness of the matter. Of course, the problem is highly 
complicated. It will not prove easy of solution. Yet, the Pro- 
vincial Governments should definitely mark out a policy of 
rural housing re-construction. A Ten Year ])rograinmr may be 
mapped out. 

A close examination of the methods ado])ted in ten important 
countries of the world, in respect both to the houses of urban 
and rural populations is given. We regret that no Asiatic or African 
country has been considered. Tlie gap is obviously too great to 
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remain imfillt cl for any length of time. It would he an cm^uiry 
well-worth undertaking. 


S. K. Kui)K‘\. 


i'KOHAiJiLiTY, Statistics and Thiitii — hy Richard Von Mises. 

Published by Messrs. William Hodge & Co., Ltd., London. 

19d9. Pp. Price 12s ()d. net. 

This book contains six chapters in wiiich the Theory of 
Probability has b(;Cn fully devclof)ed. According to Professor 
Mis(;s llie 1 heory of Probabiliiy exrlusively deals with 1 requencies 
in long se({U{aiccs of observai ions, it slarts with certain given fre- 
quencies and derives new ones bv the application of one or more 
fiindamcn'al operations of Selection, Mixing, Partition and (-om- 
biiiation. This theory gives ernj)hatic warning against all predic- 
tions concerning the probable result of a single game and shows 
its usefulness in insurance, wlicrt it allows tlie ])remiiims and 
reserves to be cahailaled in a ^vay which makes the lousiness a fair 
one for the insuied and gives a reasonable security to the 
companies. 

Professor Mises has shown the inadequacy of the following 
classical definition of Probalulily given by the well-known writer 
Laplace — 

‘Probalulily is the ratio of the miml'cr of succeessful cases to 
the total number of equally likely cases.’ 

He has succeed 'd in establishing the supeu'iority of his de- 
finition and has fully met the objections raised against it. 

The (dassical Laws of the Large Numbers have also been 
discussed in the light of this new' llirory. Its apjilicalion to various 
juacticul problems has been clearly demonstrated by numerous cx- 
anqiles from Natural and Social Sciences. 

The Theory of Prohalnlity forms an inqmrlant part of a course 
in statistics and generally expressed in mathematical language 
which very few^ s'.udcnis can understand. The great merit of this 
hook lies in fact that the theory has been clearly explained with 
numerous illustrations in language wdiich requires no knowledge 
of mathematics for its understanding. Therefore the book is found 
to be very useful to all students of statistics who have little know- 
ledge of higher mathematics. The hook will also be useful to 
the Scientists when tliey make use of the Theory of Probability. 


Daya Shankar Durey, 
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Principles of the Mathematical Theory of (Correlation — }>y 
A. A. Tscliuprow. Published by Messrs. William Hodge k 
Co., Ltd., London, 1939. Pp. 194. Price I2s 6d. net. 

The purpose of this })ook is to provide a logical forundation 
for the Theory of (Correlation. A successful attempt has been made 
by the author to link up the Modern Theory of Correlation organi- 
cally witli the Theory of Probability. The author also presents 
a logical method for measuring the intensity of association between 
variables. 

In order to have a dee])er understanding of the relationshi|> 
under examination, a mere knowledge of the formuhe for calculating 
(Correlation ratios and (Correlation (Coefficients is not sufficient. The 
statistician who employs them must be familiar with the subject 
of investigation, must have complete command of his material and 
must have correct knowledge wnth regard to the Theory of (Correla- 
tion. The book under review gives that correct knowledge and 
therefore wc recommend it to all those who are interested in the 
study of the Theory of Correlation. 


Daya Shankar Dfrey. 

Indian and Imperial Preference — l)y Balkrishna Madan, Publish 

ed by Messrs. Oxford University Press, Bombay. 1939. 
Pp. 279. Price Rs.7. 

There are few problems of Indian fCconomics on which more 
controversy has raged or more misconceptions exist than in 
the realm of India's Foreign Trade and her Commericial Policy. 
Our fiscal policy has been subjected to criticism from almost all 
quarters — to the ardent nationalist it has been too much diluted 
wilh ‘discrimination’ and ‘preference’ to be acceptable, while its 
haphazard and almost unplanned growth has been the despair of 
Indian Economists. The need for clear thinking in this matter can 
hardly be over-emphasized, particularly when wt. hear in mind the 
undeniable fact that in a ])olitically def)endpnt country like India 
any scheme of Imperial Preference or Indo-British Trade Agreement 
must create a natural (though often unfounded) suspicion that the 
economic interests of India are being sacrificed to tliose of the United 
Kingdom. Dr. Madan has achieved the triumph of writing a book 
that is remarkable not only for its clarity of thinking and wealth 
of data but also for its non-partisan and impartial outlook. His 
book is a product of real research and deals in first-rate fashion 
with real problems. 

It would be hardly an exaggeration to say that the age of laissez- 
faire and free trade are gone for ever and the nature of the econo- 
mic forces operating over the World’s Intf rnational Trade are such 
that planning in fiscal policy is essential if we are to avoid the 
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adverse consequences of unco-ordinated international tariff policy. 
In the early days of industrialism International Trade no doubt 
promoted division of labour in the fullest sense of the teim and 
gave to the world the maximum opportunity of raising the standard 
of life in almost every country. But today conditions are very 
different. The greater vulnerability of large scale industrialised 
units has made it quite clear that unless they can o})erate at or near 
the output for which they are designed and can find markets at 
prices that cover their costs, an exceedingly painful process of 
reconstruction has to be undergone. Naturally, therefore, there is 
an insistent demand for a guaranteed market and schemes of Impe- 
rial Preference or Trade Agreements are promoted as means of 
providing some security in the uncertain ‘export trade’. This trend 
in the direction of closed or self-contained economic systems has 
been further stimulated by currency troubles and the mad race for 
exchange depreciation. Dr. Madan’s book will provide to those 
who are interested in the study of the Commercial Policy of India 
a carefully chosen mass of material, systematically arranged, and 
weighed with the unerring judgment of a critical scholar, and 
will ensure to the general reader a reliable guide for understanding 
a complicated subject. 

In Chapters II and III he gives us a masterly survey of the 
significant trends of world and British Empire trade which provides, 
to quote his own words, “the setting for a somewhat detailed exa- 
mination of the trade of a primarily agricultural, raw meterial ex- 
porting country like India” (page 16). Chapters TV to VI analyse 
the reactions on the Indian Export trade of Preferences. Those 
who are unacquainted with the complicated and widely varying 
character and com})osilion of India’s export trade will find Chapter 
V rather heavy reading, but once we have waded through the forest 
and examined critically the individual trees, we are presented with 
a stimulating discussion of how our export trade was affected by 
the Ottawa Agreement. Dr, Madan’s conclusions in this respect 
are stated on pagr 103 in the form of two broad tendencies, 
(i) “Tlie tendency to a relatively greater expansion since 1932-3 of 
non-preferred than of perferred exports appears both in the ca^^e of 
the United Kingdom and other countries”; and (ii) ‘‘The tendency 
to a relatively greater increase of exports to the united kingdom 
than to other countries is apparent both in the case of preferred 
and of non-preferred articles.” It is apparent that the second 
tendency is hardly a matter of surprise — being natural to the very 
scheme of preference adopted, — but the first one, makes the reader 
sit up and wonder as to whether some more fundamental economic 
forces have been at work counteracting the scheme of the Ottawa 
Agreement. But unfortunately Dr. Madan ignores this vital ques- 
tion and dismisses it wilh the rather vague statement that “The 
explanation is to be found mainly in the difference ip the character 
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of tlieir coininodity composition,*’ (Page 101). Put in spite of this 
regrettable gap, the general discussion of the net effects of the 
Ottawa Agreeruent on Indian export trade is refreshingly stimula- 
ting, though probably its extreme opponents will not be pleased 
to find that they were hurling more blame than was its due in view 
of Dr. Madan\s rightly delivered judgment that '‘No spectacular 
gains in export trade were expected to follow from its conclusion 
at a time of general economic dislocation, decline in trade and res- 
triefive national policies.’' (Page IIS) In (diaptcr Vil the effects 
of Preferences on Imj)ort Trade are examined and an attempt is 
made to estimate the burden on the P.onsumer and the ‘“‘Cost” of 
such preferences on imports. After pointing out that . . alarm- 
ing estimates of the loss of revenm or 'burden on the consumer’ 
are based on error and do not stand scrutiny,” (page 13^) Dr. Madan 
goes on to em])hasi/e the bdly of tlie commonplace desire to rigidly 
weigh on balance the benefits with the cost, for, as he rightly points 
out, 'Tn any attempt to sc^iiarc the bericTils and burdens involved, a 
comparatively small quantity of the former would correspond to a 
relalively much larger (jiianlity of the lallcr.'' (Page 135) Vidiile 
one could hardly disagree with any of the fundamental conclusions 
of Dr. Madan in these chapters, yet one has a feeling that in his 
discussion of tlu^ effects of the Ottawa Agreement, Dr. Madan has 
ignored two rather vital questions, v'lz,, (i) the ])art played by the 
depreciation of sterling when it went off tlic cold standard on 
September 21, 1931, and (ii) the effect of gold export from India 
on the nature and extent of oiir import trade. In any analysis 
of the part played hy the Ottawa A.grecment once ought to erripha- 
si/e ihf' fact that tlie linking of the Rupee to sterling in 1^31 
was itself an indirect form of j>rcference to countries that had linked 
their currencies to sterling as compared to those that still adhered 
to gold. 

Chapter X on “The future outlook” will he of special interest 
to those who are anxious to know the general lines on which our 
fiscal poliev ought to he based. The very first principle that Dr. 
Madan clearly brings to light is the need for co-ordination of (Com- 
mercial and Industrial Policy. At a lime when economic self- 
sufficiency has become tlie fashion and catchword of the day, and 
rapid indnstrialisaliou is considered the only ideal for India, there 
is a danger that in our zeal for progress we may often forget tbe 
old maxim ‘slow and steady wins the race.’ Thus, those who think 
that in “Protection” alone lies tlic solution of India’s economic 
evils A' onld do well to [>onder over Dr. Madan’s caution that “ . . . 
whatever the merits of such international planning, it is necessary 
to observ- that the planned development of external economic rela- 
tions must acec/inpany, if not follow, internal economic planning.” 
(Page 1o7). Again, witli transparent frankness. Dr. Madan points 
out that in matters of trade agreement we cannot hope to have our 
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bread buttered on both sides and that ‘"India should claim no spe- 
cial favours and grant none. She should seek equality, not prefer- 
ences and privileges.” (Page 209) And finally, to that small group 
who, in their misguided and narrow nationalism, oppose any trade 
agreement with the Uniled Kingdom, the following warning of Dr. 
Madan should bring sense ... “. . . the scrapping of recipro- 

cal preferences between the Uniled Kingdom and India will not auto- 
matically restore the status quo before Ottawa, . . . India could 
not probably claim the benefit of preferences which the other Empire 
Countries had secured only by the grant of reciprocal preferences, 
without making a more or less equivalent return” (Page 242). 

On the whole. Dr. Madan’s book will be a very uselul addition 
to the growing literature in India relating to our country’s econo- 
mic problems. The book is throughout based upon detailed sta- 
tistical evidence, and, though Dr. Madan deals with great clearness 
such theoretical aspects of the problems as he encounters, he gives 
the readt'r the satisfaction of knowing that the author has ‘his feet 
firmly planted upon the solid ground of fact’ from where he is not 
likely to fly into ‘tlie regions of abstract economic theory.’ 

S. K. Bose. 


The Stock Mahket, Credit and Capital Formation —by Fritz 
Machlup. Published by Messrs. William Hodge & (]o.. Ltd., 
l.ondon, 1910. Pp. 116. Price 21s. net. 

This book vas first pi ldished in German in 1931 under the 
title “Borsenkredit, Industriekredit and Kapitalbildung.” Dr. 
Machlup, the aulhor, is certainly well-known to students of econo- 
mic theory for his contributions to the theory of capital and money, 
and the book under review, it can be said at once, is undoubtedly 
one which deserves the close attention of the students of the subject. 
The central pro}>lem of the book is to examine the working of the 
stock market and determine how far there is truth in the conten- 
tion that the stock exchange secures credit of which industry could 
have made much belter use, or, to state the issue more broadly, 
how far it acts as “a sieve rather than a sponge.” The author 
refuses to assume that theoretically as well as practically free 
competition assures the optimum distribution of credit between the 
various competing institutions. 

In order to provide a sati.sfactory answer to this problem, 
the author first of all distinguishes carefully between the different 
senses in which the word “capital” is used and analyses the 
stages through which saving by the individual leads ultimately to 
the formation of real capital. He demonstrates how the money 

F. Ifi 
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capital placed at the disposal of the stock exchange speculators 
is in all casses either used in the j)roduclion of real capital or it 
is still at somebody's free disj)Osal. On the Avhoh:, his analysis 
attempts to show that tlie slock exchange does not al)sorb capital 
and that it is wrong therefore imagine that the cajtilal employed 
in stock exchange s})eculalion is withdrawn from the Icgilimatc 
needs of industry. It appears that in the original German edition 
the author had not considered siifliciently the influence of the time 
factor on his general atialysis. That defect has b^en made good 
in the present edition by the inclusion of several ne^v sections, 
and it has been shown firstly, that an increased flow of money 
capital on to the stock exchange must lead to the floatation of new 
issues and tluis to the investment of the capi’^a! in industry, and. 
secondly, tfmt evrn in die case of a time lag between an increase 
in the supply of money capital and an increase in the demand for 
the same by way of tlie supply of new securities, the balance might 
still be finding its wav into industry through the sale of old securi- 
ties by producers. The various criticisms U'velled hy unfriendly 
critics against stock exchange speculation are examined in detail 
in the course of thr argument. There is the question, for example, 
whetlier an individuars lo.sses from domestic slock exchange trans- 
actions represent a loss to the society to which that individual 
belongs. Here aaain it is .^lowm that wliatcver the gains and losses 
of the various Individuals cniraging in speculation, these rejircsent 
only shifts in the distribution of wealtli and of income and do 
not in themselves represent any loss to society. 

Tbr analysis of the loh' of credit, and the relation be'wcen 
credit and capital form-ation follows the mmeral lines of the 
celebrated works of Wioksell. Miscs and Havek, and the conclusion 
is drawn that the roundabout production process ran in the long 
run be maintained onlv at tba’ levrl which is Avarrauted by the 
permanent and steady flow of money catntal .supply by voluntary 
saving. This lood«^ ii]) to a dise.us'^lon of some of the issues in 
monetary management, particularly with reference to the trade cycle. 
So far as the relation })ftAvccn seenritv prices and the trade cycle 
is concerned. Dr. Macblnj) comes to the conclusion that the move 
ments of security prices are a more reliable barometer indicating 
an inflationary movement than tlie liebavioiir of commodity prices 
He suggests, therefore, tl al the securities market may well b- utilised 
}>y monetary anlboritirs as the proper sphere of inlervenUon, in 
combination, of cour.se. ivith other mechanisms of control. In 
geiieral. one might say that die argument as well as the conclusions 
of thr author arc in Hue with those of the v/riters of what is called 
the Neo- Austrian Scliool of Economists. That should be sulhcienl 
indiealion of the importance — and if one likes, the limitations — of 
the l>ook. There will undoubtedly he many wlio will have irn- 
j>orlaut difTerenccs with the author, especially those who are more 
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inclined to favour the Keynesian analysis of capital and credit 
II is (lillicult in the course of a short review either to sahjecl the 
various arguments advanced to a critical txarninalion or even to 
.summarise them adequately. One may only point out thcil ihc ne; 
result of the inquiry is on the whole to acquit the securities market 
very creditahly and to exonerate it from all hlame so long as there 
is no inflationary cicdil made available to the speculators on the 
stock exchange. It is possible to disagree with the autlior in that 
il. is not always easy to say what is hhiflationary’ credit and what 
is not. The importance of the hook lies, however, as much in the 
various sle]3s in the detailed analysis of the problem as in its 
conclusions. 

One may well close this hriO review by ({noting Professor 
Ro})hins from his r(*view of the original German edition of this 
Ijook. “Since re'ceiving this review copy,*’ wrote Professor Iloblnns, 
“I have read il twice from end to end and several of the chapU is 
thn^e or four times,, hut T would hesitate lo claim that I have 
yet gras])ed the full implications of all tha'' it says, still less that 
I am in a position fruitfully to debate points about which I may 
have any lingering hesitations.” SulTieient warning surely, for 
any reviewer or student ]3roiie to hasly conclirsions regarding this 
very important work. We should have been thankful if the I)Ook 
had been translated for us in the form in which il was originally 
wrilten in German. As it is, the aulhor has added some new 
eha])l('rs and redrafted some sections of the })Ook in view of the 
criticisms of the first edition. This should certainly enhance 
vvalue of llie edition as it is now pre.sciiled lo us in an English 
translation. 

J. J. Anjakia. 

Thk Economic Basts of a Durable Peace — by J. E. Meade. 

Published by Messrs. George Allen & Unwin, Etd., London. 

1910. F^p. 192. Price 6s. net. 

Mr. Meade is an eminent young economist who has made hi^ 
name by his widely read lexl-l)Ook entitled J/i. I nlroj action fo 
Economic Analysis and Policy. In the present work he examines 
the economic basis of durable peace. It needs a great courage to 
write such a subject in these, lo .say the least, profoundly disturbed 
and un})eaceful days. The hook under review gives a brilliant 
analysis of the present-day restrictive policies and makes some very 
ii.seful suggestions to counteract their evil efFects. 

In order to create a stable foundation for durable ])eace Mr. 
Meade assumes the existence of an International Organisation (not 
necessarily the League of Nations, it may be Federated Union of the 
previously independent state), to which one willingly entrusted 
economic questions for decision, such as international monetary 
relation and intcniational movement of commodity trades of capital 



356 


REVIEWS OF BOOKS 


and population. The main thesis of this hook is to Imild a just 
and elficicnl economic order by avoiding economic booms and de- 
pressions by monetary and financial devices operated by the Inter- 
national Organisation which should have the following powers 
(1) “The International Authority must have extensive powers over 
the total supply of money and over total exjiendilure in order to 
overcome general trade depres.sion. (2)The individual Member states 
must renounce any intention of planning their own price levels and 
costs. (.1) Vi age rates and other costs niust possess a consideralile 
Flexibility with in each Member State. (4) The successful opera- 
tion of the system will be aided by the absence of hindrances to 
international trade and migration.” 

One can hardly deny the usefulness of such an International 
Organisation and the tremendous amount of henehls which are 
hound to accrue hy the pro})cr functioning of such an organisation. 
But facing tlie hard facts as they are and the ])oor results achieved 
by the present International Organisation. 1 mean the Fcagne ol 
Nations even in a very restricted field, it h highly irnpiobablc, 
(however one may earnestly wish) that the politicians in the imme- 
diate future would he ever prepared to surrender their powers to 
such an International Organisation. I personally think that many 
of our economic ills would l)c cured if llu; politicians agree 
to restrict their liberties and agree to put as few restrictions 
as possible on the free movcmenl of goods, men and capital. 
The most glorious area in llie known annals of economic 
history was the third quarter of the 19lh century, and this glory 
vras mainly achieved hy the removal of restrictions on tiie move- 
ment of goods, capital and men. 

Mr. Meade devotes a good deal of his s|)ace to the discussion 
of international currency, variable foreign exebanges, int Tiiational 
trade, exchange control and clearing agreements. In the field ol 
currency he would prefer an international currency issued prefer- 
ahly hy an International Bank, and in order to remove the diffi- 
culties of balances of payment be suggests tlial gold value of various 
currencies should be revised from lime to time in order to kee]) 
the balances of international payment in pqui]il)rium. Surely it 
is a most dangerous device to make too frequent changes in ex- 
change rates to maintain equilibrium in the balances of interna- 
tional payments. If this device is resorted to too often instead of 
leading to durable peace it would exercise most disturbing influence. 
Although Mr. Meade in the beginning of his book advocates free 
trade or the closed approximity to it as an essential condition for 
a durable peace, in his chapter for international trade he hedges 
it in such a way that it becomes anything but free trade. In his 
chapter on populastion movement he makes a perfectly lucid and 
clear analysis of the existing situation. He makes some very per- 
tinent remarks about India when he says that “India may perhaps 
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be taken as an exceptionally clear case of a country in which the 
population problem is of greatest importance. The population is 
still increasing at a fairly rapid rate, having risen from 315 mil* 
liens in 1911 to 353 million in 1931. There is at the same time 
already considerable over population; and some authorily can see evi- 
dence of an actual pressure of population upon the available means 
of the physical subsistancc."’ In a tabic on page 147 lie shows that 
the net rej)roduction rate is very high in A.sia and South East of 
Europe and the population problem in the.se countries is a very 
serious one. After reaching these most disturbing conclusions he 
very complacently advises the International Organisation tliat 
“Emigration should not be freely permitted from a country in 
which an existing j)ressurc of population upon the means of snb^ 
sistence is maintained as a result of excessive and unchecked 
fertility in that country/’ One would like to know what such 
countries are to do in view of their extending population and de- 
clining resonrc( s. \^4iat such people arc likeK to do is tersely 
staled in the following Persian coii}>lel — 

Necessity leads to desperation. The truth of this can be evi- 
denced l>y the aggressive uoliey of Ja])an which has been necessitated 
merely to find more room for her teeming millions. To think of 
building a durable peace by neglecting the problem of these teem- 
ing millions of Asia is nothing short of a folly. 

Anwar Iqbal QtiRLsni. 


Thkokv of the JtrsT Price — by Kudolf Kaulla. Published by 

Messrs. George Allen & Unwin, Ltd., London, 1940. Pp. 217. 

Price 7s, 6d. net. 

The book, a translation from the German by Air. Rol)en Hogg, 
is a historical and critical .study of the pro])lrf]i of economic 
value; but, as the title indicates, th( entire study revolves round 
the concept of the Just Price. What is the just price is a question 
that has been differently answered by different men and at different 
times. In the past, no le.ss than in the present, the conviction that 
price charged for a commodity or a service should not be alto- 
gether unjust has more or less profoundly affected the economic 
relations between men. The theories of value or the principles 
underlying the determination of price have, therefore, always been 
coloured by the prevailing notions of the just price. 

In the modern world the distribution of wealth is effected 
through the operation of the mechanism of ^^rice and therefore the 
theory of the just price is in reality derived from the wider con- 
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sideration of the just syslem of distribution. In the introduction 
the author accordinj^ly r:x[)lains the fundamenla! chanf.u" 
taken place in the principles underlying the distribution of wealth 
in a society. Tlie two c*ha}>lcrs that follow are devoted to tlie 
history of 'the theory of value associated with the idea of the just 
j)rice and the question of the dependence of value u})on law and 
the State. 

The third and the fourh chapters provide some interesliny 
reading for the theorist. There, the upper and the lower limits 
to the determination of value are indicated. Some significant points 
are brought out by the following sentences: '‘Even the pay granted 
to the last individual whose services are required by the economic 
system must at least be sufficient to maintain him, or his services 
will no! be forthcoming’". (P.lOi). ‘‘The total income of a pi'O- 
fession or calling cannot fall below the level reonired to maintain 
the number of persons whose activity in that profession or calling 
is needed to meet demand'" (P. lOoT “An emt)loyer may obtain 
a subsidiary income from some work performed outside his regular 
employment. . (P. 114). 

It is sought thus to prove that there can lie no general principle 
(hat can dcteimine (the lower limit to) (lie firice of a service. In 
the words of the author, “So long as a subsistence income is pro* 
vided by the undertaking as a whole, the selling price of this or 
that. . . .may fall and remain l>elow its cost of firodnclion.” Now. 
this is correct only in so far as “cost” mians average cost and luit 
marginal. The reviewer fails to understand how these considera- 
tions in any way affect the validity of the universal principle, 
namely, that the price of a thing (wa^es in this question) must 
equal the marginal as also the average cost (in the position of 
equilibrium). Wages must equal prime cost plus supplementary 
costs. The latter constitute the cost of maintaining life and tlial 
mnsl he divided between as many occupations as the lahonrer may 
have and should even he thrown on the capital that he may possess. 
The fact that the wages obtained in one occupation may and can he 
helow^ the level necessary to mainlain life, does not. therefore, 
jnslify the conclusion that the theory which maintains (hat wages 
nni.st equal co.st of production of labour has only a limited appli- 
cability. 

Although there is uothing in the book lhal ojc- may call 
original, there is much in il that is lrr‘ated from a rather uniisnal 
point of view. 


J. K. Mettta. 
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THE PROBLEM OF VALUATION IN A 
SOCIALIST STATE 

BY 

J. J. Anjaria, 

Reader in Economics, University of Bombay. 

I 

A significant development in recent economics is the 
attempt on the part of analytical economists to extend the 
conclusions of the general theory of value and distribution 
to the problem of economising in a socialist state. Eco- 
nomists have generally been conservative and schemes of 
socialistic reconstruction have had to encounter various 
criticisms at their hands in the course of the last hundred 
years. At one time it was usual to refute the socialist thesis 
by the simple argument that a system of laissez-faire competi- 
tion was best calculated to ensure tbe maximum of produc- 
tion and therefore the maximum of economic welfare. Some- 
times the Malthusian Law was held up as a strong objection 
to any socialistic arrangement. It was pointed out, again, 
that the schemes of distribution suggested by socialists were 
defective in one way or another and that any attempt at 
abolishing inequalities of income would mean a curtailment 
of savings and would also lead to the impoverishment of 
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society as a result of the weakening of the economic incentive 
and the consequent fall in production. Further, the refuta- 
tion of the Marxian thesis of surplus value and exploitation 
was supposed by implication to be a vindication of the 
capitalist system. And yet, who can doubt that throughout 
the latter part of the nineteenth century and in more recent 
times prejudice against socialism has been wearing down and 
nations with a highly complex capitalistic organisation have 
been moving willy nilly in the direction of a greater control 
of economic activities by the State? ITie Great Depression 
shook the faith of the capitalist world in its pet theories, and 
schemes of central planning became the fashion of the day. 
Planning, it was thought, was the proper solution of the 
world’s economic difficulties, as it promised to combine the 
best points in capitalism as well as socialism. Very soon, 
however, it was realised how such a compromise or reconci- 
liation between capitalism and socialism was impossible, in- 
asmuch as the basic assumptions of the two systems are 
different. It has now been fairly conclusively shown that 
central planning and capitalism are antithetic terms so that 
either we must have a capitalist system based on free enter- 
prise and private profit or we must have a centrally planned 
economic system. To attempt to combine both is to make 
the worst of both the worlds. Once again, therefore, the 
question of weighing between capitalism and socialism 
reappears as a vital issue. 


II 

Ever since the publication of the celebrated work on 
socialism by Professor Mises, a new task has been set to the 
advocates of socialism. The main argument of Professor 
Mises is well known. Under socialism, he said, there can be 
no free market in intermediate products; there can be no free 
pricing; and, therefore, there can be no rational accounting. 
Every step, he asserted, which takes us away from capitalism 
also takes us away from a rational calculation of costs and 
prices. His main contention was that it would be impossible 
for a socialist state to maximise production, for it would 
have no index by means of which to distinguish between 
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economy and waste. That argument has been restated and 
re-emphasised by Professors Hayek and Robbins. Socialism, 
they urge, would mean just groping in the dark; it would 
fail in practice to find a solution of the problem of evaluat- 
ing heterogeneous goods and services, and especially the 
services of the various factors of production. 

We know how all this is done under capitalism. The 
pricing system working under the influence of the separate 
decisions of private individuals in their capacity as producers 
and consumers ensures in the long run the equivalence of 
price to marginal (as well as minimum average) cost. A 
disparity between the two resulting in profits or losses 
immediately sets into operation forces which correct this 
disequilibrium. Thus if prices are everywhere equal to 
marginal cost, and if there is no divergence between private 
and social marginal cost, the free competitive system brings 
about the ‘ optimum ’ distribution of productive resources in 
regard to their several uses. If, in a given line of produc- 
tion, thus runs the argument, price is below the cost of pro- 
duction, it is a signal for the productive factors employed 
in this line to move to some other line where, by hypothesis, 
they can satisfy more urgent demands; and so on. '^More 
urgenl” in this context refers, of course, to the urgency as 
defined by the purchasing power of the individuals concerned. 
In this sense market prices reflect relative urgencies of 
demand for various goods and thus serve as a guide to 
producers and consumers desiring to make the most of the 
situation. The price system thus makes "‘rational account- 
ing ” possible. What things to produce, how much of each 
to produce, by what combinations of factors to produce each, 
how to distribute the joint product of factors as between the 
owners of these factors, all these questions are thus deter- 
mined automatically and simultaneously by the working of 
the price system. 

Now, a socialist state is by definition a state in which 
all the non-human instruments of production, land, factories, 
machines, railways etc., are owned by the State. No one can 
say that that very fact disposes of the problem of scarcity. 
The economic problem will therefore remain even under 
socialism. How is this problem to be solved? If we can 
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assume that the socialist state is an undiluted dictatorship 
able to dictate what people shall consume and also able to 
compel workers to move from one occupation to another as 
required by the plan, then there can be no doubt that the 
dictator would succeed in evolving an economic system 
maximising economic welfare as understood by him. All 
choices would have to be made by him in terms of his own 
scales of valuation, on the one hand, and in terms of the 
technical possibilities offered by the environment, on the 
other. It may be difficult for him always to assess the latter 
correctly but we can be fairly certain that he can maximise 
economic welfare within the knowledge and foresight at his 
command. But this is unabashed authoritarianism. Put 
this way, the solution becomes unacceptable even to ardent 
socialists, for such a system would mean the frank denial of 
the individual’s freedom of choice in consumption and also 
of free choice of occupation. Recently, therefore, writers 
like H. D. Dickinson and 0. Lange have tried to work out 
the economics of socialism under the assumption that some 
of the apparatus of capitalism may well be retained under 
socialism, and have tried to show that a socialist state might 
well retain the pricing system and thereby solve the economic 
problem satisfactorily by allowing the economic subjects to 
play at competition. 


Ill 

Dickinson, in his Economics of Socialism, outlines his 
system briefly as follows: 

( 1) The first problem would be the estimation of social 
needs. This does not mean wants as they are felt by 
consumers today. Needs are what we really require for life, 
efficiency and enjoyment. Some needs are in the nature of 
personal idiosyncracies, whereas others are fairly amenable 
to standardisation which can well be determined by a 
scientific standard or by collective agreement. For estimat- 
ing the former Dickinson suggests the retention of the 
pricing system; the latter may be determined by soliciting 
consumers’ opinions through a representative assembly or 
through advisory councils and also by inviting the opinion of 
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experts. ‘'On the one hand, there is the production of goods 
and services to satisfy the demand expressed by individual 
purchasers in a market. On the other hand, there is the 
provision of goods and services free of charge to all members 
of society, as the result of a decision based on other grounds 
than market demand, made by some administrative organ of 
the community as a whole.”^ The difficulty of demarcating 
exactly between consumption socially estimated and controll- 
ed and consumption left to the free choice of the individual 
as registered on the market still remains but that is taken to 
be a matter of social policy rather than of strict economic 
calculation. 

(2) The next problem would be as to the allocation of 
productive resources within the field of consumption socially 
controlled, — the allocation of resources between different 
communal uses. The cost of such goods and services will 
have to be met by a levy on the general resources of the 
community, and the distribution of outlay as between the 
different heads of production will be along the lines of public 
finance today. For the purpose of calculation the cost of 
labour and other materials will be reckoned on the basis of 
the prices of these factors in the free market concerned with 
the provision of goods and services for individual 
consumption. 

(3) The problem of valuation is simple when we come 
to what may be called the uncontrolled sector of the socialist 
economy. This is the sector within which goods and services 
are to be sold at a price to the public, who are free to buy 
as much or as little of each commodity as they like. The 
prices of consumers’ goods in this sector are to be determined 
by a process of trial and error to be worked out under condi- 
tions of competition between a large number of autonomous 
trading bodies. There is room for competition as well as 
for prices in the system for, in Dickinson’s view, the pricing 
process is “independent of any particular organisation of the 
market.” This, we may note, is a position entirely at 
variance with that of Mises who maintains that the market 

^ Economics of Socmlism, p. 51. Compare Lange and Taylor, 
On the Economic Theory of Socialism, p. 72. 
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mechanism and the pricing system are the characteristics par 
excellence of the capitalist system. But to proceed with 
Dickinson’s scheme, he envisages the process of selling 
goods decentralised into a large number of autonomous 
trading bodies between which there will exist a sort of 
competition.”" The task of finding the equilibrating price, 
he says, would be facilitated by the determination of demand 
functions by a proper use of statistical data. It is of course 
not enough that prices equate demand and supply; they must 
also equal the cost of production. On this point. Prof. 
Pigou’s solution of equating price with marginal cost is 
generally endorsed, and in order to cope with increasing or 
diminishing cost, it is proposed to set up a Marginal Cost 
Equalisation Fund ‘‘ into which would be paid all positive 
rents arising from increasing cost goods and out of which 
would be paid subsidies to maintain the production of 
diminishing cost goods.”'^ 

This raises the question of ‘‘imputation,” that is, of 
pricing the factors of production. How is cost to be calculat- 
ed in respect of the use of intermediate products and original 
factors? Dickinson gives the following answer: “ In a 
position of equilibrium the following conditions are fulfilled : 
all means of production are fully utilised ; prices of all goods 
are equal to cost; if alternative methods of production are 
possible, that one is chosen which yields the product at least 
cost; and finally, a production good capable of alternative 
uses is so distributed between different uses that its marginal 
net product in each use is equal to the same quantity, namely, 
to its price. These are the theoretical conditions which 
define equilibrium. In practice, the planning authority has 
to determine the charges it will allow for by way of rent, 
interest, and uncertainty surcharge. Take, for example, the 
determination of the rate of interest. The amount to be 
saved has, of course, to be determined arbitrarily by the 
State. Then, the aggregate demand schedule for capital 
could be arrived at by inviting the various undertakings to 

2 Economics of Socialism^ p. 63. 

^ Op. cit.^ p. 108. 

4 Ibid., p. 73. 
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submit their plans of capital construction at various rates of 
interest. The rate which equates the demand for and supply 
of capital will be the equilibrium accounting rate. The 
socialist state must similarly arrive at an accounting rent and 
an accounting uncertainty surcharge. 

(4) Then, as regards the various units of business, they 
are visualised as being financially independent of one another 
and managed along the same lines as under capitalism. The 
entrepreneurs are supposed to be free to experiment with 
new products, with alternative methods of production and 
with the substitution of one kind of material, machinery or 
labour for another. It is even admitted that the manager or 
the entrepreneur must bear the responsibility for losses as 
well as profits. It is true that his choice will be limited in 
certain directions but that does not mean that he will have no 
choice at all. Thus, we are told: ‘‘Although the making of 
profits is not necessarily a sign of success, the making of 
losses is a sign of failure, although even here losses may be 
due to circumstances independent of the individual manager’s 
control — such as, changes in fashion or in technical 
methods.”'^ Thus, according to Dickinson, it is not necessary 
that the entrepreneur should bear the full brunt of the conse- 
quence of his decisions. 

(5) There remains the major problem of distribution. 
The most essential point about a socialist system as envisaged 
here is that, while for accounting purposes the national 
dividend is considered as consisting of the four traditional 
shares, wages, rent, interest, and profits (if any), actually 
the entire national dividend is at the command of the State 
to be distributed suitably among the members. A certain 
portion, defined no doubt “arbitrarily,” of the national 
dividend, would be set aside for maintaining capital intact 
and for new capital construction. What remains after this 
is to be divided into two portions, one to be devoted to 
communal consumption, or consumption which is socially 
determined and the other to be devoted to free or individual 
consumption governed by the free pricing system. Clearly 
the marginal productivity theory of distribution has no 


^ Economics of Socialism, p. 219. 
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relevance to the problem of distribution in a socialist state 
thus considered.^ It is not proposed that there should be an 
absolute equality of incomes under socialism. Dickinson 
considers it possible to allow the actual rate of wages to be 
determined by methods "‘not essentially different from those 
in use at present.”^ This would imply some form of 
collective bargaining coupled with a system of conciliation 
and arbitration. Inequalities in wages would be justified in 
terms of the equality of net advantages. This would raise 
the problem of the movement of labour from one industry to 
another or the problem of equating the demand and supply 
of labour in all lines of industry. A socialist system could 
rely partly on moral persuasion and non-pecuniary incentives, 
and partly cm pecuniary incentives. This last does not mean 
that wages would be equal to the marginal productivity of 
labour; it only means that higher wages may be paid where 
there is a relative scarcity, and lower wages where there is 
relative abundance, so that the variations of wages may be 
in the direction of the variations in marginal productivity. 
In this manner, according to Dickinson, freedom of occupa- 
tion may be combined with the general scheme of planning. 
“The advantages of such a system are, in the first place, its 
flexibility, and, in the second place, the scope it gives to 
individual taste and preference.”^ In general, the distri- 
butive scheme outlined here involves a combination of the 
principle of equal division, the principle of division accord- 
ing to need, and, finally, the principle of varying incomes in 
accordance with the relative scarcities of supply. Since 


It is, however, useful for costing purposes as seen above. 

The general principles are defined as follows: (1) “a 
shortage of labour in any particular job affords a prima facie case 
for raising the standard wage; (2) uncniploynient in any particular 
job affords a prima jade case for lowering the standard wage; 
(3) the net advantages (wages, hours, holidays, public esteem, etc.) 
of any occupation should be as near as possible the same as those 
in any other occupation calling for the same degree of hardship, 
skill and responsibility; (4) Differences in hardship, skill, and 
responsibility should correspond to differences in net advantages.” 
Op. dt.^ p. 127. 

® Economics of Socialism^ p. 123. 
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absolute equality is not postulated, a scheme of allowances 
in special cases and a scheme of taxation of higher incomes 
would have to supplement the general scheme. 

(6) There are several other points, such as the planning 
of foreign trade, of money and credit, and of public utilities 
which must also find a place in the socialist system. It is 
not proposed to go into this here. We may note specifically 
the point made by Mises and others regarding the necessity 
of a rate of interest under socialism. If production were 
instantaneous, or if capital became a free good, there would 
be no problem of allocating capital as between different uses. 
Actually, even under socialism, it would be necessary for the 
planning authority to take into account the influence of time 
in production. The function of the rate of interest would 
be to keep a protier balance between goods of different kinds 
in the production of some of which more roundabout methods 
are necessary than in the case of others. The rate of interest 
would of course have no part to play in regulating the sujiply 
of savings in general. The amount to be savi^d and devoted 
to capital construction will of course have to be determined 
‘arbitrarily’ by the jdanning authority in view of what it 
believes to be the relative urgency of a rise in the standard 
of life at present as compared with that in future. Even 
then the problem of distributing ca[)ital as between several 
alternative uses still remains. According to Dickinson, as 
we have already seen, this problem can be solved by 
constructing an aggregate demand schedule for capital on 
the basis of several plans of activity submitted by the 
different undertakings, and by estimating a rate of interest 
which equates the total demand and the total supyAy. Thus, 
while there is no free market for factors of production except 
labour, and hence no free pricing of capital goods, there is 
under socialism an index of alternatives available, fixed for 
accounting purposes.^ 

Such, in brief, is the outline of a working model of 
socialism which proposes to make use of some of the methods 
and machinery of capitalism and which aims at retaining 

^ Cf. Lange and Taylor, On the Economic Theory oj Socialism, 
pp. 72—75. 

F.2 
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freedom of consumption and of occupation within limits. 
Such a system, it is claimed, will succeed in attaining a 
balance of efforts and satisfactions,” through all the branches 
of economic life, at least as effectively as, and perhaps more 
effectively than, in an individualist economy. It will also 
secure an incomparably greater degree of economic 
equality,” and thirdly, under it, economic freedom could 
bf^ achieved in as great a measure as, or even in a greater 
measure than, under individualism.”^^’ 

IV 

Prof. Hayek has, in a recent article,^ ^ reviewed this 
scheme of com])elitive socialism. In general, he remains 
quite unshaken in his belief that the practical problem of 
evaluating the various alttumalives open would be insoluble 
under any socialistic scheme. He points out, firstly, that 
the introduction of competition into a planned socialist system 
involves the abandonment of the much-talked*of superiority 
of planning over competition. He argues, secondly, that the 
])rocedure proposed is not an answer to the main difficulty 
raised by Mises and himself. And, thirdly, that the scheme 
suggested is far from practicable. The position is more or 
less the same as that taken up by Prof. Robbins when he 
observes: “^The question today is whether an effective market 
in some shape or form is not possible once private property 
is abolished. Not whether the market is necessary but whether 
th(‘ market can be retained. 

Let us attempt a critical examination of the main points 
in the competitive socialist system as outlined above. 

As regards the task of assessing consumers’ needs it is 
natural that a socialist system cannot depend entirely upon 
the estimates of tlie market. The term “consumers’ 
sovereignty” used so often and with such emphasis by eco- 
nomists to indicat(' what they regard as a very strong point 
in favour of capitalism is after all a relative term. Even 

Kconomics of Socialism^ p. 226. 

Economica, May, 1910. 

Economic Elanninfr, and I nfcniational Order, p. 206. 
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under the system of private property and capitalism the 
choice of the consumer is limited to the commodities actually 
offered on the market. Further, what we call the scales of 
valuation of the individual are after all, to a very great 
extent, the result of imitation, social suggestion and the like. 
Especially when these scales of valuation are sought to be 
altered by advertising outlays by interested producers, it is 
no longer open to us to argue that there is any special merit 
about the satisfaction of the wants of the consumer as 
reflected in the demand price he is willing to offer for the 
commodity in question. And this, of course, apart from the 
further considerations regarding the unequal distribution of 
incomes. On the other liand, no planncT, no socialist would 
be willing to deny openly the value of some choice on the 
})arl of the consumer. Such a denial would scare away 
peo])le even from a consideration of thve proposed scheme. 
Let us, however, be quite clear about the inqflications of a 
socialist scheme of reconstruction. Does socialism mean 
merely State ownership of the means of production? If it 
does, if, in other words, we assume all other things to remain 
the same, then certainly the problem of reconciling economic 
freedom in regard to consumption or to production with 
authority seems formidable. Are we, howev(‘r, right in 
assuming other things to remain the same? There can be 
no doubt that socialism presupposes a new attitude on the 
part of the members of the communily. It involves a 
different political and social environment and, in general, a 
diflerent philosophy of life. It seems, therefore, that 
criticisms of socialist schemes on the assumption that the 
members of the community will retain more or less the same 
exclusiveness — or ‘^‘^non-tuism” as Wicksteed would call it — 
as at present, and will be more or less as egocentric as they 
are today, are therefore mis|)laced. From this point of view, 
it is difficult to see why the advocates of socialism should be 
over-anxious to accommodate their critics by still accepting 
as valid the idea of consumers’ sovereignty borrowed from 
the usage of capitalism. There must be a certain unity of 
outlook and of purpose on the part of the citizens of a 
socialist state. Given a suitable political organization pro- 
viding sufficient opportunities for the citizen to bring his 
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opinions to bear on the framing and conduct of policy, the 
problem of the reconciliation of freedom and authority need 
not be difficult of satisfactory solution. The driving force 
of socialism, let it be remembered, is the promise it makes 
to the 'lowliest and the lost” of the community by way of a 
certain minimum standard of life. It cannot, therefore, 
afford to make very much of the personal idiosyncracies of 
oversaliated and pampered individuals. The proper ques- 
tion is not whether there will be the same degree of con- 
sumers’ freedom of choice as under the present economic 
system but whether we could arrive at a reasonable definition 
of common needs which must first be satisfied, in the catering 
for which therefore according to the directions of a central 
planning body there may be no room for a feeling of oppres- 
sion and frustration on the part of the individual. In this 
connection, it might perhaps be well for us to examine the 
scheme which Gandhiji has advocated in this country of 
planning for the satisfaction of primary needs as far as pos- 
sible on the basis of more or less self-sufficing regional eco- 
nomic units. The point here is: the increase or decrease 
in the amounts of consumption goods to be produced need not 
be determined under socialism in terms of relative scarcities 
as measured by demand prices. The solution offered by 
Dickinson and those who think like him makes socialism less 
capable of effecting social improvement, while it does not 
pro tanto simplify the problem of evaluating production 
goods. 

To come to the central point of the discussion, there 
is no doubt that socialism, like capitalism, must evolve some 
scheme of valuation in terms of which to express the relation- 
ship between heterogeneous goods and factors of production. 
There is, therefore, no getting away from money and 
monetary calculation, although money may have different 
values for different purposes. It is also true, as 
Prof. Robbins has pointed out, that ''it is safe to 
say that once the number of commodities involved 
exceeds a comparatively small number, the operations 
both of ascertaining the relevant information and mani- 
pulating it in a suitable way would be quite impracticable. 
In a world economy with hundreds of thousands of types of 
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commodities and hundreds of thousands of ways of produc- 
ing ihem, the attainment of one solution, let alone the con- 
tinuous change of solution which changing conditions would 
involve, would be completely out of the question. The 
process of trial and error in order to arrive at equilibrium 
value is subject to several criticisms pointed out in detail by 
Dr. Hayek in the article referred to above. There is the 
difficulty due to dynamic changes, and the time-lag between 
a change in the economic situation and ihe necessary change 
in administrative measures regulating the same. It would 
obviously be impossible to rule out all changes in economic 
data except those sanctioned by or initiated through the 
State. There are difficulties due to ihe impossibility of stand- 
ardising certain commodities, especially those produced on 
individual orders. There is the danger also of bureaucratic 
red-tape and inefficiency. It appears, on the whole, that the 
solution offered by Dickinson and Lang(‘ that we must manage 
the price system so as to equate demand and supply and 
plan the production system so as to equate the price with 
marginal cost does not carry us very far. The system of 
‘accounting prices’ under socialism cannot possibly have 
the same significance as market prices under capitalism. 

Further, there seems to be no satisfactory way of meet- 
ing Dr. Hayek’s criticism that the managers of business 
under socialism can never be entrepreneurs. The belief 
that the entrepreneurial function can be retained by making 
the managers to some extent financially responsible is a pure 
illusion. That function is inconceivable except on the con- 
dition that the entrepreneur concerned has complete freedom 
in regard to the selection of the site of his business, the 
market he would serve, the methods of production he would 
adopt, the price at which he would buy the factors of produc- 
lion and also the amounts he would buy from time to time. 
A socialist system must frankly rule out the entrepreneur; 
the State alone can be the sole ultimate entrepreneur in that 
system. This reinforces the point we have made earlier, 
namely, that a socialistic scheme must presuppose a funda- 
mental change in people’s outlook. In the absence of such 


Economic Planning; and International Order, p. 20L 



374 


J. J. ANJARIA 


change ihc syslem would be bureaucralic. There is no get- 
ting away from that hard fact. In this sense, however, the 
problem is more political than economic.^ ^ 

It is also doubtful whether an uncontrolled private sector 
of industry can function smoothly alongside the controlled 
socialised sector. We know the difliculties encountered in 
even a small-scale attempt to control prices, or wages, or rents 
under the present economic system. Is the idea that the 
production of commodities in some sense less essential can 
be left to private enterprise feasible? The decisions of the 
planning authority in respect of the socialised sector are 
bound naturally to react so profoundly on the private sector 
that there would hardly be any room for genuine private 
enterprise. For instance, what assumption are the private 
producers to make regarding the availability of the various 
factors of ])roduction or regarding the purchasing power to 
be left in the hands of consumers? Could profits be left 
uncontrolled in this private sector? Are not some of the 
business units managed privately likely at some stage or the 
othc^r to compete directly or indirectly with the business 
units under State control and management? This part of 
the scheme is also therefore far from practicable. 

Prof. Pigou has tried to show how the planning 
authority can bring about the optimum allocation of 
resources under certain simple assumptions by the use of 
what he calls ^‘accounting cost.” The accounting wage or 
rent is to be found by the process of trial and error similar 
to that suggested by Dickinson, '“‘The accounting wage or 
rent is correcl, if and only if at that wage or rent the 
aggregate demand of the several industries acting on the 
rule to minimise average (accounting) costs of production, 
exactly absorbs, with no surplus and no shortage, the avail- 
able supply of every sort of labour and instruments.”^"' 
His conclusion is that whereas in principle the problem is 

^ ‘ (d. Lan^^r : ‘‘It srems to us, indeed, that the real danger of 
socialism is lhat of a Inircaucralisation of econoniic life, and not 
the inipossi})i]ity ol co])iii,o with the problem of allocation of 
resources.” Op. dt., p. J09. 

Sodalisrii versus C((pikiUsni, p. 11,4. 
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soluble, in practice it is ‘‘extra-ordinarily difficult.” Except 
in a world of supermen, he says, frequent and grave lapses 
are certain to occur. 

Without going into further details we may mention 
here that the proposal to utilise differences in wages in order 
to induce movements tov/ards equilibrium also raises more 
or less the same difficulties as we have noted above in 
connection with the fixing of prices. 

On the whole, then, it does not appear that competitive 
bocialism combined with price-fixing can really answer the 
objections raised by Mises, Hayek and others. We know 
by experience that the introduction of social controls to 
modify the working of capitalism does not produce very 
satisfactory results. Is it not more or less obvious then 
that a slight tinge of capitalism added on to what is funda- 
mentally a centrally planned socialist system would also 
defeat its very purpose? The view of Mises that the valu- 
ation of costs and receipts through the instrumentality of 
the market is a characteristic par excellence of capitalism 
seems to be quite correct. We must admit that enacting a 
kind of mock competition within a socialised economic 
system cannot result in the establishment of an ‘‘objective” 
scale of valuations such as Mises is after. 

However, the question may legitimately be raised : how 
far does this damage the socialist case? And here, one has 
to part company with Mises, Hayek and Robbins. Our 
first difficulty is as regards the implied presumption in their 
writings that we have today in working order a system in 
which there exists a rational calculation of costs and receipts. 
The real comparison is not between a perfectly competitive 
economic system, in which prices are equal to marginal costs 
everywhere and production is at the optimum level, on the 
one hand, and the socialist system, on the other; but it is 
between an imperfectly competitive system propped up by 
all sorts of interventionist measures on the one hand and a 
socialist system with all its difficulties on the other. Since 
competition in the real world is imperfect and since 
equilibrium under such conditions is generally indeter- 
minate, there is a constant possibility of the actual invest- 
ment of resources in several lines of business activity 
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diverging from the optimum. Over a fairly wide range, 
therefore, — though how wide it is not easy to say, — the 
price system either fails to maximise satisfactions (or 
minimise costs), or simply does not function freely. To 
compare in detail the shortcomings of a socialist scheme in 
relation to a sort of an idealised version of an economic 
system with which we are thoroughly familiar must neces- 
sarily be somewhat prejudicial to the former. 

Secondly, the epithet ‘'arbitrary” applied to any scheme 
of socialist calculation is liable to misinterpretation. Of 
course, the scales of valuation in terms of which the plan- 
ning authority will have to decide as to the allocation of 
scarce resources as between alternative uses is in a sense 
“arbitrary.” Decisions, such as, the line of demarcation 
Ix^lween the individualist economy and the socially controll- 
ed economy, — if such a distinction is at all to be made, — 
the decisions as to the amount to be spent on current con- 
sumption and the amount to be saved, the decisions also as 
to the importance to be attached to certain industries in view 
of tlie relation of the socialist country to the rest of the 
world — all such decisions will have to be “arbitrary” in 
the sense that they will be determined in terms of the scale 
of priority with which the planning authority will set itself 
to work. But to admit this is in no way to condemn the 
[)iocedure involved. The valuations of individuals which 
are expressed under a free competitive system on the market 
so as to give rise to what we call the communal scale of 
valuation are also arbitrary, for it is not possible to argue on 
principle that this method is inherently more valid than any 
other which may be adopted for the estimation of human 
needs. And especially in regard to the demand for factors 
of production under conditions of more or less imperfect 
competition, there would seem to be much less ground for 
endorsing the ‘free’ decisions of entrepreneurs. The very 
fact that the planning authority is in a position to formulate 
and w'ork the plan should under normal conditions imply 
that the scale of priorities which it seeks to apply to the 
various decisions that have to be made has the sanction of 
the public at large. How does the modem State decide as 
tp thc‘ distribution of expenditure between, let us say, the 
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endowment of more schools, the building of more roads, or 
the construction of armament works? The answer that the 
decision is made in terms of the equation of the utility of 
the marginal dose of expenditure to the disutility of the 
marginal dose of taxation and equi-marginal utilities, is 
rather beside the point. For, this involves interpersonal 
comparisons and a weighing up of satisfactions and dissatis- 
factions experienced by different sets of people. And yet, 
modern states are spending more and more on various 
nation-building activities, and we have also learned to ex- 
pect the slate to play its part in regulating investment as 
between booms and depressions so as to mitigate the vio- 
lence of the trade cycle. Of course, it can be said that even 
so the (wistence of a free market in which certain services 
are valued and in which the prices of the factors of produc- 
tion are freely determined makes the task of the govern- 
ment fairly easy. At the same lime, however, over a con- 
siderable range of business activity the government can in- 
fluence the prices of commodities and factors of production 
so that the so-called objectivity of the price index ceases to 
exist, not only when the stale comes out as a borrower or as 
a purchaser but also when big trusts and corporations 
d{)minate the market. Similarly, a socialist state may 
frankly be committed to a policy of planning j)roduction 
and distribution in a particular manner which may be clear- 
ly indicated to the electorate in general terms and about 
which their approval may be obtained. There is some truth 
in Mr. Dobb’s observation that ‘‘the utility theory has con- 
siderably biassed the approach of economists to this whole 
problem, resting on the presumption as it has done, that 
demand is rooted in ultimate satisfactions, and that the 
values on a free market interpret these satisfactions in an 
optimum way.”^® 

VI 

To sum up and conclude: 

(1) Whereas under capitalism the price system con- 
nects up, and tends though roughly to bring about an 

Political Economy and Capitalism, p. 315. 

F. 3 
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equilibrium between production, consumption and distribu- 
tion, in a socialist state this equilibrium will have to be 
consciously arrived at; there would be no automatic balance 
or adjustment between these branches of economic life. 

(2) The competitive solution offered by some socialists 
does not adequately meet the criticisms of some economists 
as to the ‘‘arbitrariness” of the valuation to be adopted 
by the planning authority. In fact, a reproduction of com- 
petitive conditions under a socialist state seems to be entire- 
ly impossible. The basic principles of the two kinds of 
economies are different and we can neither have a socialistic 
capitalism nor a capitalistic socialism. 

(3) The competitive solution offered by Dickinson and 
others seems to concede too much to the critics in seeking 
to admit the validity of consumers’ freedom of consump- 
tion and choice of occupation in the traditional sense of the 
terms. Socialism is thus given a narrow interpretation. 
Actually, it is not merely a mechanical change involving a 
transfer of ownership of the instruments of production from 
private individuals to the State but it implise the existence 
of a collective purpose (to be fostered further by education) 
aiming at a certain decent general standard of life for one 
and all within the community. It should not be beyond the 
wit of man to build up institutions which would teach tlie 
individual, in Miss Follelt’s words, “to will the common 
will” even in matters economic. 

(4) So far as we can see at present, prices under so- 
cialism cannt/l have the same meaning as prices today. 
Ultimately, a very large number of vital decisions will have 
to be made in terms of the planning authority’s conception 
of the public good. That, it would appear, is what has 
been happening in Soviet Russia. 

(5) Should this, however depress us unduly? Was 
there no rational economy before the advent of modern 
capitalism? Prof. Mises and Prof. Hayek would probably 
say ‘no.’ But then the word rational is obviously being used 
in some s|)ecial — and probably unwarranted — sense. There 
must be something wrong about a system of thought which 
equates rationality with a particular way of organising the 
economic resources of the community. There seems to be 
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no escape from a certain amount of authoritarianism in a 
socialist system. There are obvious dangers in such a 
system. Possibly, a socialist system will at least in the 
beginning have to aim at the production of certain most 
important commodities of a standardised nature, essential 
for the satisfaction of the primary needs of life. It would 
also possibly prefer to err on the side of ^‘over-saving” rather 
than ‘under-saving.’ This however, only means that ‘"the 
decision regarding the rate of accumulation reflects how 
the Central Planning Board, and not the consumers, evaluate 
the optimum time-shape of the income stream. The 
objection that this is “arbitrary” valuation which represents 
a diminution of welfare would imply a condemnation of 
any collective decision at all. 

(6) Moreover, there is so much of indeterminateness 
in the present economic system that we cannot readily admit 
that in practice it ‘rationally’ solves the problems which no 
doubt theoretically it can. Thus, whatever the merits or 
demerits of capitalism as against socialism on the whole, 
the case for socialism is not damaged very much by the 
objection that in practice it would be unable to solve ra- 
tionally the problem of economic calculation. 

SUMMARY 

[Socialistic schemes of reconstruction have been criticised by 
economists from different points of view at different times, hut 
throughout the latter part of the nineteenth century and during 
the present century the sphere of social or governmental control has 
continuously widened. More recently, hopes of combining some 
kind of planning with competitive enterprise have been frustrated, 
and the problem of weighing between capitalism and socialism reap- 
pears once again as a vital issue. 

The argument of Professor Mises that under socialism there 
would be no rational accounting because of the absence of free 
pricing, especially in respect of intermediate goods, has been re- 
stated and re-emphasised recently by Professor Hayek and Robbins. 
Under the present system, it is argued, there is an objective index 
— the price system — in terms of which to distinguish between 
economy and waste. Under socialism such an index would be 


Lange, op. cit., p. 85. 
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lacking. It could therefore not succeed, runs the argument, in 
making the most elYective use of the community’s resources, and 
all that it could possibly achieve is the maximisation of the satis- 
factions of the planning authority. To answer the charge, writers 
like Dickinson and Lange have tried to work out the economics of 
council and experts’ opinions, of free choice in consumtion and 
also in regard to the seicclion of one’s occupation. They try to 
show that the socialist slate could retain the pricing system and 
that it could solve the economic problem satisfactorily by allowing 
the economic subjects to ‘play at competition’. 

The main features of the proposed scheme are as under : 
(1) The estimation of social needs partly through the instrumenta- 
lity of a free market and partly through consumers’ advisory 
councils and experts’ opinions, and the consequent distinction 
between consumption determined by the free choice of individuals 
and consumption determined and controlled socially; (2) Within 
the field of consumption socially determined and controlled, the 
allocation of resources as between different uses to be determined 
along the lines of public finance today; (3) In the uncontrolled 
sector of the socialist economy prices to be determined by trial and 
error under conditions of competition between a large numlier of 
autonomous trading bodies; (4) The planning authority to equate 
price with marginal cost adopting for this purpose an accounting 
rent, an accounting interest rate, and an accoounting uncertainty sur- 
charge; (5) Business units to be managed independently as if under 
private enterprise; (6) Distribution of income to be guided by the 
principle of the equality of net advantages, movements of labour 
from one line to another being brought about partly by pecuniary 
incentives, and partly by moral persuasion; .... In the main, 
the idea is to combine a certain amount of free choice on the part of 
the individual with the general scheme of planning. There would, 
of course, remain certain important decisions, such as the allocation 
of resources between the field of communal consumption and the 
field of private consumption, and the decision as to the amount 
to be saved and devoted to capital expansion. These would be 
‘arbitrary’. 

In a recent article Professor Hayek has pointed out that such 
a scheme involves the abandonment of the original claim as to the 
superiority of planning over competition, and that it does not 
still solve the problem of rational valuation of alternatives avail- 
able. It is necessary therefore to see precisely the meaning of 
consumers’ choice and also of what has been called rational ac- 
counting, in order to be able to judge the issue. 

We would stress in this connection first of all the relativity 
of the idea of free consumers’ choice, often expressed as consumers’ 
sovereignty. We must consider the practical limitations on such 
choice, as also the wastefulness of the same in certain spheres. 
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Socialism presupposes a changed outlook. To insist on free choice 
under socialism in the same sense as under capitalism is to narrow 
unduly the scope of reconstruction. In essence this is the old 
problem of reconciling law and liberty or public good and private 
good. It cannot be presumed, as some critics of socialism seem 
to do, that any attempt to estimate social need collectively and 
through a central body would necessarily be a negation of freedom 
in the econmic sphere. To think that the only way to ensure free- 
dom of consumption is to allow people to compete for supplies on 
the market is to take too narrow a view of the possibilities of human 
organisation. 

Secondly, however, the difficulties pointed out by Professor 
Hayek and others in the way of a determination of prices by trial 
and error seem to be real. Nor doe;s it seem possible to retain the 
private entrepreneur in any genuine sense under a socialist system. 
There are difficulties again on account of dynamic changes, and 
also on account of possible dishannonies between the private un- 
controlled sector and the socially controlled sector. Moreover, 
there aie dangers of bureaucratic red tape and inefficiency. 

It seems, then, that just as a bit of planning added on to 
what is mainly a capitalist system cannot work satisfactorly, so 
too there could hardly be any advantage to be gained by combining 
a slight tinge of the capitalist or competitive system to what 
is mainly a socialist system. To say this, however, is not to en- 
dorse the view that socialism is therefore incapable of solving the 
economic problem rationally. 

While it is true that the valuation of costs and receipts 
through the instrumentality of the market is an institution par 
ea'ceLLena<^ of the capitalist system, this does not in itself involve 
a condemnation of any socialist scheme as ‘irrational’. The only 
valid comparison is between an imperfectly competitive system 
propped up by all sorts of interventionist measures on the one 
hand and a socialist system with all its difficulties on the other. 
It is admitted by analytical economists that the problem of the 
allocation of resources in an economical manner is theoretically 
soluble under socialism. It is difficult to maintain that more than 
this can be claimed for the capitalist system as well. In pratice, 
we know how the present system often fails to achieve in practice 
what it might be potentially capable of achieving. 

The term ‘arbitrary’ applied to any scheme of socialist valua- 
tion is similarly liable to misinterpretation. Such valuarion 
will proceed in terms of the scale of priorities with which the 
socialist state would be working. The decisions of the planning 
authority would reflect this basic valuation, which presumably 
would have the sanction of the approval of the general public. If 
we call this ‘arbitrary’, we may as well admit that the valuations 
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arrived at by a free market are also in one sense ‘arbitrary’; for 
that also represents one mode of estimating the economic impor* 
lance of resources. Far-reaching decisions in the sphere of public 
policy are actually being taken at present without the help of the 
price index, often even in contravention of the indications of that 
index. An individual does often have to choose between alterna- 
tive ways of allocating certain scarce resources for which there is 
no market index available. Could all such decisions be called 
‘irrational’? If an individual could be guided in such matters by 
what may he called the basic values of life, so may the State. In 
this sense the proper functioning of a socialist system does pre- 
suppose a certain agreement as to the ends of individual and social 
action. But to identify ‘rationality’ with a particular mode of 
organising economic life (such as the capitalist) seems to be no 
more than an unwarranted prejudice. 

Our main conclusion therefore is that while the attempt (such 
as that of Dickinson and Lange) to combine socialism with competi- 
tion and competitive prices would end in failure, this does not imply 
either that the present system does in fact solve the economic 
problem in the most desirable manner, or that a socialist system 
would necessarily be ‘irraiional’. There would under socialism be 
no automatic adjustment or balance between production, consump- 
tion, and distribution; such equilibrium would have to be arrived 
at consciously, and the criterion would be settled by the sense of 
relative irnf)ortance of things in the social order envisaged, or by 
what we may call the generally accepted conception of public 
good.] 
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Economic Features of a Public Utility 

The concept of Public Utility is applied to several 
industries such as railways, generation of electricity, gas and 
water works. The services that they render are indispens- 
able for the social welfare of the community. Public Uti- 
lities possess certain peculiar economic features which 
render them and other industries mutually exclusive. The 
large sp)ecialized equipment which they involve, and the 
utility of duplicating pdants and interiering with highways 
have effectively prevented competition among them. Hence 
they are treated as natural monopolies. 

Circumstances have also favoured public utilities to 
exercise the power of discrimination in their price structure. 
Price discrimination among certain industries depends up- 
on three factors, namely, the motive for differentiation, the 
ability for differentiation and the benefit of differentiation. 
The motive for differentiation is strong when the propor- 
tion of overhead costs to prime costs is high. In such cir- 
cumstances the aggregate sales are increased through a 
scheme of differential prices in order to maximise total 
revenue. The proportion of overhead costs among public 
utilities is high due to their large specialized equipment, 
and as such their motive for differentiation is strong. But 
others like the Iron and Steel Industry, with an equally strong 
motive, are incapable of exercising discrimination. Hence 
the true differentia between Public Utilities and other indus- 
tries consists not merely in the motive but in the ability 
to discriminate. 
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The ability to discriminate depends upon the capacity 
to isolate markets so that competition of similar products 
from elsewhere is prevented. As Dr. Benham says, the re- 
lative non-transferability of the products of a Public Utility 
protects it from the competition of similar products from 
other areas.^ This feature is peculiar to public utilities 
investing them with the power of discrimination to the ful- 
lest extent. Hence public utilities have both the motive 
and the ability to discriminate. Still the actual exercise of 
the power rests with the third factor, namely, the benefits 
of discrimination. This is due to the demand conditions in 
the different markets. As Mrs. Robinson emphasises, when 
the demand curves of different markets are ""iso-elastic” 
there is no advantage in a scheme of differential prices." It 
is only when the elasticities differ that it pays to discriminate 
between the separate markets and equalize the marginal re- 
venue that is derived from each of them. In the case of the 
public utilities, the policy of discrimination is always likely 
to be profitable as the elasticity of demand of their 
customers is bound to differ. 

Thus it is obvious that the economic concept of public 
utilities is based on the distinguishing feature of discriminat- 
ing monopoly exercised by them. It is this economic cri- 
terion which is decisive in the selection of industries for 
inclusion in the category of public utilities. However, it 
should be emphasized that the economic concept has no 
determinate connotation. Its scope may alter according as 
the economic circumstances on which it depends undergo a 
change.'^ As Glaeser says, it is a fixed concept with a 
chann^ing content.^ 

The Purpose and Forms of Public Control 

The monopolistic nature of public utilities has neces- 

1 F. C. Benham, “The Economic Simificance of Public Utili- 
ties,” Economica, November, 1931, p. 435. 

2 Joan Robinson, Ecorwmics of Imperfect Competition, p. 185. 

^ H, E. Batson, “The Economic Concept of a Public Utility,” 

Economica, November, 1933, p. 472. 

^ M. G. Glaeser, Outlines of Public UHlity Economics, p. 179. 
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sitated the exercise of some form of Public Control over 
them because, if left to themselves, they tend to yield results 
which are out of harmony with the competitive hypothesis. 
They are likely to cause an investment of resources prejudi- 
cial to the interests of the national dividend. Very often 
there may be a divergence between the social and the pri- 
vate net product at the margin. ’’ Therefore, as Dr. Benham 
says, the object of State regulation is to achieve the individua- 
list ideal of producing as much as possible per unit of means 
employed and of producing that assortment of goods and 
services which consumers most prefer.^’ The form of pub- 
lic control depends upon local circumstances. ITiblic 
utilities may either be under private operation with a public 
control, or under direct |)ublic operation. The former 
method is feasible where private enterprise is forthcioming. 
With regard to public operation of industries the govern- 
ment bodies are not always the most appropriate organs 
for the oyieration of business. This difficulty has, howeve^T, 
been obviated during recent years by the modern device of 
the Public Corporation which is gaining currency in all the 
important European countries. It is entirely non-political 
in character and has to earn a profit like a private com- 
mercial concern through its efficiency.* 

Rate Structure in a Capitalist State 

It is obvious from the foregoing analysis that even 
under Capitalism the normal competitive ])rice polic^y is 
inapplicable to public utilities. The basic principle of rate 
fixation among them is no doubt discrimination, but it arises 
on account of different circumstances in each case. In the 
electricity industry there are two circumstances which neces- 
sitate a complicated system of rates. In the first place, 
storage of electricity is not technically feasible and hence it 
has to be generated according to the demand for it. Second- 
ly, the consumption of electric energy varies from time to 
time, giving rise to peak and off-peak periods in its demand. 

^ A. C. Pigou, Economics of Welfare, p. 347. 

^F. C. Benham, op. cU. p. 435, 

Gordon, The Public Corporation in Great Britian, p. 3, 

F. 4 
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Therefore, a large reserve capacity has to be maintained to 
satisfy the peak load. The only way of economising the 
excess capacity is through a fuller utilization of the plant. 
Hence its essential preoccupation is to increase the ratio 
of the average use to the maximum use. The relationship 
between the averagi'. use and the peak use is known as the 
"doad factor.” It is defined as the ratio of the average 
power to the maximum power during a certain period of 
time. Therefore, an improvement of the “^‘load factor” 
means a better utilization of installed capacity. Hence the 
electricity industry designs a variety of rates according to 
the purpose for which the energy is used, in order to 
equalize the use of electricity throughout the day and 
throughout the year. As Glaeser says ""The need of price 
discrimination is therefore a continuing economic necessity 
in order to maintain a maximum utilization of existing 
fixed plant. 

Besides, the industry has devised what are known as 
“two part rates,” consisting of an energy charge and a 
demand charge. The energy charge is foi* the actual con- 
sumption of electric energy by the customer. The demand 
charge, on the other hand, is for the energy that the com- 
pany may be called upon to deliver to the full extent of the 
customer’s installation. In other words, it is a contribution 
from he customer for the “siTvice of availability”, rendered 
by the generating stations. The* “two part rates,” therefore, 
reimburse the com])any for the two types of costs which it 
incurs, namely, output cost and capacity cost. The latter is 
due to the maintenance of adequate plant to meet the estimat- 
ed total demand of the customers at any one time. But an 
important relieving feature of the electricity industry is that 
all customers do not demand energy at the same time. Tn 
other words, the summation of the individual demands 
always exceeds the total demand at the central station. This 
is due to the “diversity factor,” which is defined as the ratio 
of the sum of individual demands to the total demand at the 
point of supply. Hence the customers need not be charged 
to the full extent of their demand. The actual demand 


M. G. Glaeser, ojj. c.-/.. p. 626 , 
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charge will depend upon the "'diversity 1 actor’' in each 
place. 

Tlierefore, the underlying principles of electricity 
rates are to earn adequate revenues and to distribute the 
burden equilably among the customers. To achieve these, 
the customers an* classified and charged differenlly. The 
special costs are to be borne fully by each class and the 
joint costs are allocated among them on the value of service 
principle. Such discrimination has no monopolistic motive 
of earning maximum revenue but is only for utilizing the 
j)]ant fully. 

The principles of rate-making among railway trans- 
portation services is similar, in their general aspects, to those 
in llie eh'cli icily iiulusliy. lint ih re are .^oin(‘ ('ssential 
differences in llie, underiying rcaisoris. Among railways there 
are two reasons for the divergence of rates from the cost 
basis, namely, a very large capital outlay and the high 
proportion of constant as compared with variable expendi- 
ture. An allocation of the fixed costs among the diiTerenl 
consignments of traOic is not ])ossib1e, so that the unit cost of 
transport is imf ierminabha Thssides, ihe operation of de- 
creasing costs imlil the maximum cai)arity of the line is 
reached, provides an incentive to take as much trafic as 
possible by ofi'ering diiTerenl rates. Thus the same prin- 
ciple of discrimination is applied though with a dilTerent 
objective. Various theories have been develop(‘d to ex- 
plain railway rates, the chi(T among them being the ""over- 
lu'ad cost” theory and the ""joint cost” theory. Modern 
economists adhere to one or the other of the above theories, 
according to the extent to which they are willing to extend 
the classical theory of joint costs. 

So in jiractice the value of service jirinciple is substitut- 
ed for the cost of service principle in adjusting rales. This 
is known as the method of charging according to ""what the 
traffic will bear.” To give effect to this principle, com- 
modities having similar characteristics are grouped together 
into classes and charged differenlly. Besides, in respect of 
distance, the basis of the rate often becomes progressively 
lower. This is a corollary to the yjrinciple of diminishing 
costs operating on the railways. 
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Suggested Variations for a Socialist State 

Having defined the concept of a Public Utility in a 
capitalist community we may now look at it from the 
perspective of a socialist state. The problems of control 
and o[>eration do not olfer much difficulty in a socialist 
stale, btxause along with all other industries, the public 
utilities will also be brought under governmental manage- 
ment; and there will be ample justification for it as even 
under capitalism they are subjected to some form of public 
control. Neither competitive instability nor a private 
monopolistic exploitation among them is desirable. Hence 
under socialization perhaps the first among the industries 
to be brought under state operation will be the public utili- 
ties. Therefore, the real issue, which bristles with diffi- 
(;ullit‘s, is llu‘ nature of ])riee policy to be pursued in a 
socialist state. Very f(‘w among the socialist writers have 
discu8s(‘(l the probhans of <xx)nomic calculation and read- 
justment in the new world order which they prescribe. They 
have not gone beyond extolling th(‘ virtues of a socialist 
Utopia. However among rec(‘nt writers, Mr. Dickinson'’ has 
suggested a few variations of tlie rate structure of Public 
Ihdities for adoption in a socialist stale. The cogency of 
those suggestions may be examined. 

At tlie outset, Mr. Dickinson raises the issue whether 
discrimination in rates should be retained under socialist 
administration. He ap])roach(‘s the problem from the stand- 
j)oint of cost of service versus value of service principle in 
rate-making and ultimately decid(‘s that the proper basis of 
charging for a Public Utility in a socialist community is 
cost. The cost of service principle naturally raises the 
issue of average versus marginal cost. Mr. Dickinson pre- 
fers the former and suggests a new form of average called 
"'mean costs,’” which is the average cost of services belonging 
to a particular category. These categories include services 
wlvicli are jiroduced under similar hut not identical 
circumstances. One kilow^att-hour of energy is 
similar to any other if generated at the same time and by 


H. 1). Dickinson. Economics of Socialism, 
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the same plant. Hence when the cost of a particular unit 
of service cannot be separately ascertained the basis will be 
the mean cost of a category. Any deviation from this prin- 
ciple through price discrimination is considered unscientific 
because an uneconomic diversion of resources may occur 
from those industries where discriminating charges are not 
possible. Hence even though, according to Prof. Pigou and 
Mrs. Robinson, the ideal social output under certain cir- 
cumstances may increase through discrimination in prices 
still it is not considered by Mr. Dickinson to be in the 
interest of the socialist community. 

However, it must be emphasised that the principle of 
differentiation of charges is not altogether omitted in the 
schem(‘ of rates recommendt‘d for a socialist state. Both in 
respect of the electricity industry and transport services it 
is allowed to remain though for a different purpose. In the 
electricity industry differential charges are recommended if 
they are likely to lead to an improvement in the load factor 
resulting in a more uniform distribution of demand 
ihroughout time. Besides, charges may also vary between 
localities according to the size and efficiency of the local 
generating plant. In other words, the charges may differ 
according to the variations in mean cost. These differences 
are likely to disappear with the introduction of a ‘‘national 
grid,” 

Among railways the capitalist system of class rates and 
exceptional rates are considered unjustifiable and the sys- 
tem of charging what the traffic will bear is condemned as 
inequitable. If the Iraffic is unable to bear the charge it 
has no claim to exist in a socialist slate. Therefore, a uni- 
form ton-mile rate over a given route is considered to be the 
only just rnelhod of charging under socialist administration. 
Discrimination in charges may however continue, if they are 
based on differences in cost, due to difference of care re- 
quired in handling goods, the denseness of traffic, the ease 
of loading etc. Thus it is obvious that the socialist innova- 
tion in the rate structure of public utilities seems to be the 
substitution of cost of service principle for the value of 
service principle which is the criterion in a capitalist com- 
munity. 
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Economic Calculation in a Socialist State 

The feasibility of the socialist innovations in the rate 
structure of public utilities depends upon the fundamental 
issue of economic calculation in the new world order. It 
has been j)ointed out by some ol the critics of Socialism, like 
Miss's and Hayek, that the basic necessity of rational beha- 
viour in any community is a system of economic calculation. 
iJiifortunately, a socialist state is without a guide in this res- 
pect. In a society, where the private ownership of the 
means of production is denied, there are no scales of values 
available. Both as consumer and producer, the individual 
in a capitalist state establishes the valuation of goods. In 
the absence of it, therefore, rational economic action is not 
possible even normally in a Socialist State. As Mises 
says, ‘‘Without calculation, economic activity is impossible. 
Since under socialism economic calculation is impossible, 
under socialism there can be no economic activity in our 
sense of the word.*’^^^ 

This difficulty is further enhanced so far as public 
utilities are concerned. They defy cost calculation even in 
a capitalist state, where scales of economic values are 
easily available. As already observed, the unit cost of rail- 
way transport services is indeterminate because it is a 
function of the volume of traffic, as the principle of diminish- 
ing costs is operating on the railways. There are, there- 
fore, two objections against the acceptance of the socialist 
iormula. In the first place, a scientific calculation of cost 
is not within the realm of the socialist administration. 
Secondly, even if this primary difficulty is obviated through 
some statistical device, still Public Utility services will not 
be easily amenable to cost calculation. It is therefore in- 
conceivable how cost could be the basis of public utility 
rates in a socialist community. The device of the “mean 
costs”, enunciated by Mr. Dickinson, does not appear to be 
a very satisfactory solution of the existing difficulties. In 
choosing separate categories only the sphere of calculation 
is narrowed. Within those categories the Public Utilities 
are sure to manifest all their inherent features (defying a 

Ludwig Von Mises, Socialism, ]). 119 . 
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Strict calculation of cost. Besides, it is surprising to note 
that the principle of discrimination in prices which is 
vehemently objected lo at the outset is ultimately retained 
though ostensibly for a different purpose. Discrimination 
in the electricity industry is considered permissible when 
an improvement in the "'load factor"’ is exjiecled. This is 
cerlainly the primary consideration even in a Capitalist 
State and as such there does not seem to be any substantial 
I hange in the Socialist variation. 

With regard to railway rales it is recognized that a 
system of rates based on average cost will preclude all 
traffic of a low value from ulilizing the transport services; 
but it is cat(‘gorically asserted that such Iralhc has no right 
to exist in a socialist state. On the other hand, one has 
recr.oii to t!nnk, tluU the inclusion of such Iralhc is nearer the 
socialist ideal than the capitalist ideal from an ethical 
slandponl. However even from an economic standpoint 
there is much to commend a policy of discrimination, be- 
cause by subsidizing the weaker consumers out of the sur- 
plus available from the stronger the total demand is 
enhanced and consequently the aggregate output of trans- 
port s'*rvic'"s will l)e greater than what is feasible under 
competitive conditions. In other words, among public 
utiliti(^s lh(‘re is a greater likelihood of the ideal output 
being reached tlirough discrimination than under competi- 
live conditions. I?esi(U‘s, it should not be construed that the 
exisleiice of the weakci’ consumers is necessarily at the ex- 
pense of the stronger. The weaker eoiisumers also contri- 
bute sormThing towards the overhead costs, though not to the 
full extent. Hence an exclusion of the weaker consumers 
will enhance the burden of the overhead costs for the 
strong(U' and will also [)revent the ojieration of diminishing 
costs. In other v.ords, the average costs are bound lo rise. 
This fundamental consideration is overlooked in the socialist 
alternative. It is therefore evident, that the adoption of the 
cost basis in a socialist state, is not likely to yield satisfac- 
tory results in price fixation. If at all price fixation in a 
socialist stale is feasible, it could only be based on 
the value of service principle. Hence the capitalist 
method will continue to exercise its influence even under 
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socialism. Any avoidance of it will lead to serious 
repercussions. 

Conclusion 

The foregoing discussion has brought into clear relief 
some of ihe practical diniculties of valuation in a socialist 
stat(‘ which the protagonists of socialism have to solve. The 
alternatives that have been suggested in the rate structure of 
Public Utilities are found to be inelfe^^tive and unsatisfac- 
tory. This is because the socialists have failed to recognize 
the essential significance of a policy of discrimination 
among th(‘m. Monopolization and discrimination among 
public utilities are not exercised with a view to eani maxi- 
mum net revenue but they are a continuing economic neces- 
sity due to the technique of operation and the nature of 
demand. These economic characteristics are not likely to 
undergo any change with socialization, because they are 
the inherent features of public utilities and not the outcome 
of a capitalist order. Stale control or operation is a 
feature of public utilities irrespective of the form of econo- 
mic organization. They are a class by themselves and the 
price policy that is appropriate to them should be continued 
even if a change in the economic organization is envisaged. 
Hence a socialist state has perforce to borrow the capitalist 
price policy at least in respect of the public utilities. We 
will not be going far beyond the scope of this paper if we 
mention, that even in other directions the problems of 
valuation are not likely to be very successfully solved in a 
Socialist Stale. As Prof. Hayek says, “Today we are not 
intellectually equipped to improve the working of our 
economic system by ‘Planning’ or to solve the problem of 
socialist production in any other way without very con- 
siderably impairing productivity.”^' 

SUMMARY 

[Public Utilities render services that increase the social welfare 
of the community. They are generally treated as natural mono- 
polies. Discrimination in price structure is an important feature 

Ft a. Von Hayek. Colleclivisi Economic Elannin^^ p. 241. 
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of Public Utilities. Generally such discrimination depends upon 
three factors, namely, the motive, the ability and the benefit of 
differentiation. The motive is strong when the proportion of over- 
head costs to prime costs is high. This is true of some other 
industries as well. Hence the ability to discriminate is important 
in the case of Public Utilities. Ability to do so consists in 
isolating markets; and Public Utilities art able to do it, due to the 
non-transferability of their products. Finally, the benefit of such 
policy depends upon the demand conditions in the different markets. 
All the above aspects are favourable in respect of Public Utilities 
and as such their distinguishing feature is the power of exercising 
discrimination in their price policy. This monopolistic nature has 
necessitated some form of public control. Otherwise they will yield 
results which are out of harmony with the competitive hypothesis. 
The form of public control depends upon local circumstances. 
The I^ublic Corporation is the modern device. 

Therefore even under Capitalism the competitive price policy 
is inapplicable and the basic princij)le is discrimination. But this 
depends upon the circumstances in each industry. In the electri- 
city industry the storage of electricity is not feasible and thero are 
peak and off-peak periods in its demand. Hence to economise the 
excess capacity a variety of rates are designed, in order to equalize 
the use of electricity throughout a given period. Besides, a demand 
charge and an energy charge are levied to reimburse the two' types 
of costs in the industry. Among Railways the large capital outlay 
and the high proportion of constant costs renders an allocation of 
costs difficult. Hence, there is an incentive to take as much traffic 
as possible by offering different rates. So in practice the value 
of service principle is substituted for the cost of service principle 
in adjusting rates among Public Utilities. 

Under Socialism the control and operation of Public Utilities 
will naturally rest with the State. Rut regarding the price policy 
certain variations are suggested. Instead of the value of service 
principle the cost of service is to be maintained by ascertaining 
the ‘Mean Costs’ of different categories of services. Thus discri- 
mination in prices has to be given up except under special' circum- 
stances such as an improvement in load factor or a variation in 
‘Mean Costs’. Similarly among railways, uniform ton-mile rates 
over a given route are recommended and the system of class rates 
and exceptional rates are condemned. 

But the feasibility of the proposals depends upon economic 
calculation which is not po.ssible even normally in a Socialist State. 
Regarding Public Utilities the difficulty is further enhanced as they 
defy cost calculation even in a Capitalist State. Hence the 
two objections against the acceptance of the Socialist formula are 
that a scientific calculation of cost is not possible in a Socialist 
State, and that Public Utility services will not be amenable 
F. 5 
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to cost calculation. The device of the ‘Mean Costs’ of certain 
categories is no real solution, as within those categories Public 
Utilities will manifest all their inherent features. Regarding 
railway rates the adoption of the cost basis will exclude all traffic 
of a low value thus enhancing the average costs per ton-mile. 
Therefore in conclusion, the Socialist State should borrow the capi- 
talist price policy at least in respect of Public Utilities as their 
economic characteristics, which are inherent, are not likely to 
undergo any change with Socialization.] 
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“Every change in social conditions is likely to require a new 

development of economic doctrines.” 

Marshall’s Principles of Economics, p. 90. 

A number of economists, under the leadership of 
Mises, Hayek and Robbins, are making heroic attempts to 
prove that ‘‘in a socialist community, economic calculation 
would not be possible.”^ It looks as though, under social- 
ism, the sciences of Mathematics, Economics and Techno- 
logy would disappear! But as the economists seem to be 
in tragic earnestness about the issue, they could not be im- 
plying anything so funny and ridiculous! What do they 
exactly mean? Comparing the value processes of the capi- 
talist and socialist communities, they find that the capitalist 
value processes are rational and the socialist, irrational. 

When comparing the value processes of socialistic and 
capitalistic communities, we ought not to forget that the two 
types of society are qualitatively different. The basic social 
valuations of the two types of society are so opposed to each 
other that their respective methods of calculating money 
values, which are only reflex processes, can as little be com- 
pared as hats and shoes. “Whilst the western economist 
counts as success solely the maximising” not of wealth but 
“of exchange values in relation to production costs, the 
soviet planners take account of every purpose of an en- 
lightened community.”^ 

When examining the economists’ criticism of the value 
processes of a socialist community, it should not also be 

1 Socialism by Ludwig Von Mises, p. 18, Preface to second 
German Edition. 

2 Soviet Communism by S. and B. Webb, Vol. II., p. 678. 
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forgotten that, in the history of classical economic thought, 
there is a tradition of opposition to socialism on one ground 
or another. The peculiarities of human nature, the Mal- 
thusian terror of overpopulation, the iron laws of production 
and distribution, the theory of interpersonal distinctions — 
all these, one after another, have been put forward as 
difficulties or obstacles in the way of socialism. Marshall, 
though he was no socialist, swept away several of these 
imaginary difficulties and obstacles; and he even went to 
the length of saying that ‘‘every change in social conditions 
is likely to require a new development of economic doc- 
trines.”^ Yet in discussing the value processes of a socialist 
community, these followers of Marshall^ forget the “change 
in social conditions” and the consequent necessity of a 
new development of economic doctrines.” In fact, they 
stubbornly apply the same economic valuation to a different 
social system. A yard-stick can measure length, but it can- 
not surely measure volume. This is in fact, what the Neo- 
Marshallians are doing, under the leadership of Hayek in 
England and Mises in Europe. But they tell us that they 
are open to conviction. “Of those, who profess that faith^ 
we ask only one thing: persuade us!”^' But how can you 
persuade people to believe that the earth is round, when they 
stubbornly stick to the old superstition, that it is flat! 
And the people, who apply the geographical valuations of a 
flat earth to that of a round one, will certainly argue that 
the geographical valuations based on the roundness of the 
earth must be irrational; therefore, the people, moving from 
one end of the earth to the other, believing that the earth is 
round, will come to disaster by falling over! Similarly, 
the economists, building up their theories of value, assuming 


3 Marshall’s Principles of Economics, p. 90. 

^ “We economists — I would add of the school of Alfred Mar- 
shall, as there is no one in the field of thought or endeavour whom 
we would more willingly recognize as our master and leader . . . ” 
Prof. Pierson on “The Problem of Value in the Socialist Society,” 
Collectivist Economic Planning, p. 55. 

^ Socialist faith. 

® Ibid, p. 55. 
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society to be static and completely competitive at that, pro- 
phesy disaster under socialism, due to its "‘irrational” value 
calculations. 

There is another charge against the economists. They 
will not accept socialism; yet in order to be convinced as to 
the correctness of socialist valuations, they want a perfect 
dempnstration of the socialist machine, running in perfect 
order. This is certainly asking for the impossible. “We 
cannot be persuaded,” says Prof. Pierson, “as to the prac- 
ticability of any system, unless we are first made aware of 
what it involves and are then given an opportunity of judging 
whether it would function properly.”^ Now how is this pos- 
sible? How can the economists be “made aware of what 
it involvesi5» and be “given an opportunity of judging 
whether it would function properly,” unless it functions at 
all. Changes in social organization are not like laboratory 
experiments that they can be observed before they are 
employed for the purposes of mankind. A socialistic ex- 
periment cannot be made in a glass house, in which the 
economists may not enter, but against which they may well 
flatten their noses and observe! If the socialists thus argue 
that the demand of the economists for a perfect demonstra- 
tion of the adequacy and rationality of socialist value cal- 
culations is an extremely unreasonable demand, Prof. Mises 
and others come down upon the socialists for their “prohibi- 
tion of thought and inquiry.”^ Nobody has ever prevented or 
can prevent Mises, Hayek and Company from “thought and 
inquiry” into the nature of socialist calculation. But since 
socialism is bound to be the product of a revolutionary situ- 
ation, it can never be said what type of socialism it will be; 
and, therefore, to demonstrate disastrous fallacies in the 
calculations of a particular economic system is extremely 
unfair. Secondly, the whole of any economic system will 
never conform to one single pattern. To argue on the basis 
that it does, is unscientific. Who imagined, for instance, 
the particular type of agrarian socialism in Soviet Russia? 
There is all the difference between state farms (Sovkhosi) 

/fcid, p. 55. 

® Socialism by Ludwig Von Mises, p. 17. 
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and collective farms (Kolkhosi); and industrial socialism is 
not only different from agrarian socialism, but there are 
infinite varieties even in the industrial system of the U.S.S.R. 
To take a historical analogy, who could have imagined the 
nature of capitalist society in the feudal period? If the 
economists of the feudal period had been asked to express 
their views on the value processes of the capitalist economy, 
they would have cried out, “ Impossible!” Who imagined 
the enormous, undreamt-of developments in the monetary 
and banking systems, which, in the last two centuries, have 
made revolutionary changes in the value processes of 
modem society? In discussions on the nature of socialist 
economy, the economists would therefore be well advised not 
to lose their historical perspective. 

In the arguments of the economists, there is another 
defect also — terminological inexactitude. Considerable 
confusion is caused by the use of current terminology iti 
discussion on the nature of socialist economy. For 
instance, demand in a capitalist society simply means the 
demand by those, who have purchasing power; and this 
demand or “pull on the market” is in exact proportion to 
the consumers’ purchasing power. Yet when Prof. Mises 
calls capitalism “a consumers’ democracy” and talks of “a 
consumers’ plebiscite” and “continual referendum,” he con- 
veys to his readers, in spite of subsequent explanations and 
corrections, a connotation of demand, which does not corres- 
pond to the facts of any capitalist society. In a socialist 
state, demand is not, except by deliberate arrangements of 
the planning authority, related to purchasing power, but to 
the needs of all the consumers. Hence demand in a capi- 
talist society has a different connotation than in a socialist 
society; and the loose use of the term results into inexcus- 
able illogicalities in the writings of Mises and Pierson. 

Another illogicality results from the different meaning 
of the costs of production; hence the differences with regard 
to economic efficiency. Let us accept the classical theory 
that the cost of production comprise wages, interest and 
profits, since rent does not enter into the cost. We may, for 
the time being, ignore the Marshallian refinements of the 
classical theory. Now price must, in the long run, corres- 
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pond to the costs of production, i.e., the sum of wages, in- 
terest and profits. But in a socialist society, interest and 
profits become the income of the state, as the state is the sole 
capitalist and enterpriser ; and since the state is actually 
identical with the total mass of consumers, interest and 
profits cease to be “costs,” in the sense that they are in a 
capitalist society; and therefore, the total price charged 
need not, except for other reasons, exceed the total wages 
paid. In the socialist state, the net cost of production is 
equivalent to the wages paid; but in a capitalist society, the 
consumers must pay other costs to enterprisers and capital- 
ists. (I do not here raise the issue about the necessity of a 
rate of interest for a proper allocation of resources; the 
socialist state may well fix a cost accounting rate of interest® 
for the purpose of allocating resources, but that would not 
make interest, a cost.) 

Prof. Mises does not observe this difference in “costs to 
society” between capitalism and socialism. In fact, through- 
out his Socialism, the argument runs on the tacit assumption 
that the mass of consumers is identical with the mass of 
capitalists and enterprisers, which is in flat contradiction to 
the facts of the present situation. 

Since the views of Prof. Mises on the relative economic 
efficiency of the two systems are based on the costs of pro- 
duction theory, the illogicality in the premises is carried 
forward into the conclusion. Apart from his formal defect, 
there is a “material” defect in the “efficiency” argument of 
Prof. Mises, Suppose, there are three firms, A, B and C 
with costs of production, x, x — y, x — y — z, respectively. If 
the price is x — y, A goes out of the market; B just manages 
to keep its head above water; and C makes a profit. C is the 
most efficient, B less efficient and A inefficient, efficiency being 
measured by the excess of price over costs. So a firm or 
a combination of firms must keep up the price as high as 
possible and the costs as low as possible. The price can be 
kept high by limitation of supplies and the costs low, by low 
wages. These are the conditions of economic efficiency in 
the capitalist system. The socialist system simply does not 


® Socialism versus Capitalism by A. C. Pigou, p. 129. 
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accept these conditions; hence to condemn the socialist sys- 
tem as inefficient is extraordinarily unfair. Socialists regard 
that system as efficient, in which greater supplies are pro- 
duced, in case the existing supplies are not sufficient for the 
entire mass of consumers. It is strange, paradoxical and 
tragic that a system, directed to the satisfaction of the less 
urgent desires of the rich minority is considered to be more 
efficient than another, directed to the satisfaction of the more 
urgent desires of the masses. It is true that the capitalist 
system is extraordinarily efficient in the performance of its 
true function — catering mainly for the capitalists. It is 
also true that the socialist system is not so efficient in the 
performance of its true function of catering for the masses; 
because a system, which attempts to satisfy a few, will al- 
ways be able to do its work very much better than another, 
which attempts to satisfy all. Nevertheless, the socialistic 
system is more efficient because the number of people satis- 
fied is incomparably greater and the proportion of more 
uigent wants satisfied is in the same ratio. 

The relative efficiency of the two systems does not, as 
Prof. Mises argues, depend upon their respective value 
processes. Since economic efficiency in the capitalist system 
depends upon net profit to the capitalist-enterpriser, and 
since the socialists reject the ‘^profit” criterion, we have no 
common measure of economic efficiency. In fact, the profit 
to the capitalist-enterpriser, which depends upon the differ- 
ence between price and his costs, may, from the social 
standpoint, be a loss. In case, the labourers, under a 
capitalist-enterpriser, are ill-fed, unhealthy and badly 
housed; or if scientific research has conclusively proved 
that the particular product is harmful to the health or 
morals of the consumers, there is a “social” loss, which is 
not taken into account. An industry may show profit on its 
balance sheet; but it may show a loss, if the state expendi- 
ture on the improvement of bad labour conditions is debited 
to its account, as it ought to be. These costs, in a capitalist 
society, are shifted on to the consumers, as citizens, through 
the machinery of taxation. Hence economic efficiency is 
not the true criterion of the success of an industrial system; 
it is “social” efficiency. But here we are driven to the very 
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foundations of social organization. I have only tried to 
prove that the fundamental conditions behind the value 
processes of a capitalist society are totally different from 
those of a socialist society; and that the value processes of 
the capitalist society are a fraud upon the general body of 
consumers; hence to judge the efficiency of the socialist 
system on the basis of the value processes of the capitalist 
society is entirely wrong and unfair. 

Now that we have cleared the field of misunderstandings 
and misconceptions, we may straightaway proceed to quote 
and criticise Prof. Mises’ version of the theory that rational 
economic calculation is impossible in a socialist state. 
“Every man, who, in the course of economic activity, chooses 
between the satisfaction of two needs, only one of which 
can be satisfied, makes judgments of value. Prof. Mises 
does concede that these “judgments of value” can be ration- 
ally made in any form of social organization, socialistic or 
capitalistic. “As a rule any one in possession of his senses 
is able at once to evaluate goods, which are ready for con- 
sumption.”^' The difficulty of economic calculation arises 
with regard to production goods. Even with regard to pro- 
duction goods, the difficulty lies, not in the impossibility of 
economic calculation, but in the complexity and magnitude 
of organization; Tor Mises says: “ Under very simple con- 
ditions he should also have little difficulty in forming a 
judgment upon the relative significance to him of the factors 
of production.’”- The difficulty, according to Mises, is 
that in a socialist state, a single planning authority has to 
make all the calculations; while, in a capitalist state, “the 
distribution of property rights effects a kind of mental divi- 
sion of labour, without which neither economy nor syste- 
matic production would be possible.”'’' 

But as the economic History of Soviet Russia proves, 
there is nothing incompatible between state ownership of the 
means of production and “the mental division of labour 


** Socialism by Mises, p. 114 . 

11 Ibid. 

12 Ibid. 

12 Ibid., p. 118. 
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without which neither economy nor systematic production 
would be possible.” 

The real crux of the problem is according to Mises, the 
continuous chain, which the market establishes, between the 
valuations of consumers’ and producers’ goods. This 
becomes plain, if we consider the three virtues, which 
Mises ascribes to a free market economy. 'Tn the first 
place, we are able to take as the basis of calculation the valu- 
ation of all individuals participating in trade^'"^'' 

Secondly, calculations of this sort provide a control upon 
the appropriate use of the means of production . . . Final- 
ly, calculations based upon exchange values enables us to 
reduce values to a common unit.”^^ As regards the first two 
advantages, respect for "The valuation of all individuals” 
{not only those '"'participating in tradc^) and consumers’ 
‘‘control over the appropriate use of the means of produc- 
tion,” these advantages are secured, in Soviet Russia, by 
elaborate reports, continuously pouring in, into the offices of 
the Gosplan, from the consumers’ cooperative societies. 

As regards the third, the necessity of a common unit of 
value for production goods. Prof. Pigou {Socialism vs. 
Capitalism) has proved that it is quite possible “ in prin- 
ciple” and the history of Soviet Russia has shown that it is 
equally possible ‘"in practice” to evolve a cost-accounting 
system for evaluating production goods. But would there 
be a common measure of value between consumption and 
production goods? It is, of course, obvious, that the money 
value, ascribed to production goods by a planning authority 
would mean something very much different from the money 
value, ascribed to ihem by a free, competitive market. 

How would the planning authority make the necessary 
calculations for the most economic distribution of resources 
between alternate ends? In answering this question, Prof. 
Mises is very illogical, for he makes a confusion, as before, 
between the value j^roblem and the organization problem; 
for he says, “No single man, be he the greatest genius ever 
born, has an intellect capable of deciding the relative im- 


Italics mine. 

Ibid., p. 115, 
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portance of each one of an infinite number of goods of a 
higher order. No individual could so discriminate between 
the infinite number of alternative methods oi production 
that he could make direct judgments of their relative value 
without auxiliary calculations.”^^ In a planned economic 
system, there is no one individual who makes the decision 
between alternative methods of production. 

But Prof. Mises persists in maintaining that ‘‘socialism 
is the renunciation of rational economy;” for “It will have 
no means of ascertaining whether a given piece of work is 
really necessary, whether labour and material are not being 
wasted in completing it. How would it discover, which of 
ihe two processes was the more satisfactory? At best, it 
could compare the quantity of ultimate products. But only 
rarely could it compare the expenditure incurred in their 
production. To all this, we can reply: If the products 
of “the given work” satisfy the consumers, it has proved to 
be “really necessary.” If it does not, then “labour and 
material” have been wasted, as they often are in a capitalist 
society, in s])ite of all its rational calculations. The social- 
ist society is, in this respect, in a very much better position 
to avoid wastage of labour and materials than a capitalist 
society; for the whole machinery of production is s(T in 
motion in accordance with the ascertained desires of well- 
organized consumers; in case of changing demand, the whole 
macliinery is under control of the jdanning authority, so 
that it can make the necessary changes. “The quantity of 
ultimate products” is certainly a good criterion to go upon 
lor the allocation of resources; and if this data is supple- 
mented by wage (in Soviet Russia, wages are paid by piece 
and wherever piece rate is not practicable, by rational effi- 
ciency tests) and raw material statistics, a rational allocation 
of lesources can certainly be made between various methods 
of production of the same commodity, after the preliminary 
allocation between the various types of production has been 
n^ade on the basis of consumers’ demand and expert advice. 


^ ‘ Ibid,, p. 117. 
1^* Ibid., p. 120. 
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This preliminary allocation between different types of pro- 
duction, on the basis of regularly ascertained consumers’ 
demands and expert advice, and the subsequent allocation 
between different methods of production, based on 
statistics of quantities of ultimate products, wages 
and raw materials, are certainly rational processes. But 
Mises does not agree. He has his poser: ''Suppose, lor 
iuiLtance, that the socialist commonwealth was contemplating 
a new railway line, would a new railway line be a good 
thing? If so, which of many possible routes should it 
cover?”^‘ Prof. Mises’ contention that a socialist authority 
could have no jaiional answer to these questions, is not borne 
out by iacts. "Would a new railway line be a good thing?” 
Certainly, there are a number of objective considerations, on 
the basis of which, it could be easily decided, whether a new 
railway line would be good or no, and which of many pos- 
sible' routes, it should cover. Goods have to be transported 
Ironi production to consumption centres; and a scientific 
survey would provide the most rational answer. In my 
province, the Sukkur Barrage has irrigated large areas of 
fresh land; grain and cotton have got to be transported to the 
main consuming centres. Certainly, new railway lines best 
suited for the purpose, could be constructed without any 
reference to the pricing system. It could be more easily 
and rationally done under socialism than under capitalism, 
because, in a socialistic economy, goods are to be transport- 
ed, irrespective of the purchasing power of the consumers 
to places, where they are immediately needed. 

In discussing this question, Prof. Mises pays very little 
regard to facts. Let us, for the time being, accept his theory 
that "the free pricing of production goods” results in the 
most rational use of resources. Let us work this theory out 
with reference to Prof. Mises’ own example of the railways. 
If his theory is correct, then the railways in the capitalist 
countries must be the most rationally set-up and organized 
systems. The U.S.A. is the most typical capitalist country; 
yet all business men and economists are agreed that the rail- 
way systems of the U.S.A. are the most irrational systems in 

Ibid., p. 121. 
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the world. Competing lines, running parallel to one an- 
other, competing motor traffic, running on roads, parallel to 
the railway lines, are only a few of the points, necessary to 
prove the enormous wastage of resources in the transport 
system of the U.S.A. This wastage is completely eliminated 
in a planned economic system. The socialist system is 
bound to be more rational, for 'Tt can use its machinery up to 
the operating point of the law of diminishing returns . . . 
the Soviet Union can use its agricultural machinery 100 per 
cent; the United States only 40 per cent.”^^ We may take 
an illustration, analogous to that of Mises about the railways, 
to prove, how in the utilisation of resources, the calculations 
of the socialist authority are more rational than those ol the 
capitalist economy. ‘‘Tn the oil-fields, for example, the 
spacing of the wells at proper intervals, according to the 
stratum being followed, is in striking contrast to that of the 
older wells, which are sometimes close together on either 
side of a boundary line in order to tap a competitor’s flow.”^^ 
These facts disprove FVof. Mises’ theory; and as facts are 
bound to be the ultimate arbiters of theories, the Webbs are 
bound to succeed against ‘The deductive economists,” who 
arrive at conclusions, not by observation of facts, but by 
inferences from pre-conceived theories. 

Hi then o, we havs been arguing, as if we accept Prof. 
Mises’ conception of the market as valid. But Mrs. Wootton 
does not accept this position. “ . . . The economist begins 
})y analysis of a completely perfect market, a kind of Pla- 
tonic idea of a market . . She is of the opinion that 

Prof. Mises is living in an entirely ‘^apple-pie” world when 
he ascribes to the market value processes, maximum efficien- 
cy in production and maximum satisfaction in consumption; 
for “ obstinacy, stupidity, necessity and luck” play as large 
a part in the making of economic decisions as “any reason- 
ably intelligent pursuit of the principle of economy.”“^ In 

In Place of Profit by Harry F. Ward, pp. 64-66. 

SoviH Communism l)y S. and B. Webb, Vol. II, p. 648. 

Lament for Economics by Barbara Wootton, p. 51. Italics 

mine. 

Ibid., p. 60. 
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fact, the position of the market, even in the capitalist world, 
is reduced to this: ‘‘The Government and the monopolist 
are fast Vvorkinj^ themselves into a position in which the 
market will do what they tell it to do/’^'“ Even with regard 
to the completely free, competitive market, Mrs. Wootton 
takes u]) a i)osition, which by contrast with that of Mises, 
looks the funniest in the history of Economic Thought. 
“Market-pricing ... is an entirely irrational and arbitrary 
business.’"’ The conclusions, at which she arrives, are not 
funny, but extremely ridiculous and tragic in their signi- 
Jicance. It is a very curious state of affairs in our Economic 
Science that while Prof. Mises holds that the market valua- 
tions are rational and socialist valuations, irrational, Mrs. 
Wootton holds the market valuations to be irrational and 
socialist valuations to be rational. 

Suppose, we accept Mrs. Wootlon’s contention. Will 
not the rational calculations of the planning authority 
become irrational due to changes in demand and technique? 
Dr. Gregory“^ is of the opinion that there can be no provision 
for changes in a planned ecnomic system. Its valuations are 
related to a certain state of demand and technique; but when 
ihe plan begins to operate, there might be changes in demand 
and technique; so that, when the plan is actually executed, 
it would be, as it were, that the earth has moved, while the 
planners have been standing still. In Dr. Gregory’s opinion, 
there are only two alternatives: either there is or is not, a 
provision for changes. In case, there is no provision for 
changes, then catastrophe will be the only consequence of the 
planners valuations. If there is a provision for changes, it is 
not a plan at all. There is no logic in the argument. All 
A is either B or non-B. Yes. But all A may not be B or 
non-B in the same degree. Apart from formal logic. 
Dr. Gregory’s argument does not conform to material facts 
either in the capitalist or in the socialist system. Big firms, 
like the Fords or the Imperial Chemical Industries'^ make 

Ihid.. p. 89. 

Ibid,, pp. ]68-]79. 

^ Gold. JJ ncmploymp.nt and Capitalism. 

Soviet Communism, p. 642. 
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huge plans of production and distribution, far ahead of the 
actual execution of the work. They can make rational 
calculations and make provision for changes, in spite of 
formidable odds and enormous incalculable factors, vagaries 
of the market, of monetary and credit policies — difficulties, 
which a planning authority has not to face. But a planning 
authority cannot plan for change! It can and does.. What 
are the changes that are to be provided for? — ‘'improve- 
ments in technique, changes in demand, variations in the 
volume and composition of the population. The last is 
easily calculated by the Gosplan in Soviet Russia by the 
census method, which has been scientifically perfected in all 
civilized countries. If there are revolutionary changes in 
die volume and composition of the population, no human 
society, whether socialist or capitalist, can ever plan for 
them; but normally the valuations of a central planning 
authority, in this respect, are more likely to be correct than 
otherwise. As regards, ‘‘the improvements in technique,” 
a planning authority is in a far better position, even Mises 
and Hayek here agree, than capitalist enterprisers. In a 
ca[)ilalist society, improvements in technique create un- 
emf)loyment“" and render previously existing machinery un- 
necessarily useless. The consequent human suffering and 
social loss — entirely avoidable — are the result of improve- 
ments in technique. A socialist authority can slowly (or 
even raf)idly) utilise technical improvements without emtail- 
ing unemployment or rendering previous machinery useless. 
There is always some demand calling out to be satisfied or 
the socialist authority can deliberately create some type of 
demand to raise the economic and cultural standards of the 
masses. Technical changes can. therefore, be more easily 
and rationally incorporated in the planning of a socialist 
authority than in the plans of capitalist enterprisers. 

As regards changes in demand, the procedure adopted 
by the Soviet authorities is well described by the Webbs: 
‘' .... a change in popular demand, which leads to a 
temporary accumulation of ^bad stock’ .... is met in the 

Gold, Unemployment and Capitalism. 

Three Sources of Unemployment by Wladimir Woytinsky. 
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U.S.S.R., as it is already in every department store in the 
world, by deliberately planning for selling off such surplus 
at reduced prices .... The plan is promptly adjusted in 
the course of the year, to the alteration in demand, by slow- 
ing down the production in one branch, and increasing to a 
l^orresponding extent the production in another branch, of 
%hat, under planning, is one and the same community enter- 
prise ... In the Sbviet Union the various scientific insti- 
tutes, together with other research organizations directly 
connected with producing trusts of government departments, 
or with the consumers’ cooperative movement, are constantly 
at work upon discovering what is the most advantageous 
consumption. Those in authority in the U.S.S.R. are, like 
the American advertising magnates, very definitely of the 
opinion that both fashion and taste can be largely influenced 
by propaganda . . . The whole science and art of commercial 
advertising depends on its ability to change the customers’ 
demands. On this immense business there is spent annually 
in the United States and Great Britain several hundred 
million pounds. Communists are not slow to point out that 
for this considerable sum the community obtains no 
assurance that the best commodities are supplanting the 
worst, or even any increase in the total consumption, but only 
an increase of the business of certain capitalist undertakings, 
exactly balanced by the diminution of the business of others. 
It is claimed that in the U.S.S.R., such influence as can be 
exerted on popular taste or fashion is deliberately guided 
by a social purpose, which itself figures in the prognostica- 
tions of the state planning department. 

Even if the calculations of the planning authority can 
be adjusted to changes in demand and technique, these ad- 
justments may lack that admirable spontaneity and auto- 
matism, which characterize market valuations in their 
rea^^ions to change in the economic situation. But 
sporittoeity and automatism are, by themselves alone, no 
virtues in a social organization. In fact, an economic 
organization may run to disaster and depression due to 
spontaneous and automatic changes in market valuations. 

Soviet Communism by S. and B. Webb, p. 664, 
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We heard an analogous argument, when several countries 
went off' gold, nine years ago. We were told that ‘'"planned 
money” like a planned economic system would spell disaster, 
because it would lack the spontaneity and automatism of the 
gold standard : The calculations of the monetary authority 
would not be rational without being based on gold. In fact, 
the currency authority, like the planning authority without 
a free, competitive market, would have no basis for making 
correct valuations. The analogy becomes interesting, when 
we find that the protagonists of gold are the#®rne economists, 
who oppose socialism on account of its faulty valuations. 
Surprisingly, the consequences of planned money (and 
money is now planned in all countries without exception) 
an^ nothing like ""The Economic Consequences of Mr. 
Churchill,” who restored the blessed Gold standard in the 
G. K. in 1925, followed by many silly imitators. There is 
no reason, why planning of economic activity should be les^ 
successful in the correctness of its valuations than the plan- 
ning of money has undoubtedly been in the post-depression 
period. 

It may now be agreed that the calculations of a socialist 
authority can be '"rational” and the adjustments can be 
made, if there are changes in the economic situation. But 
it is said that the planning authority can ""keep” its calcula- 
tions ""rational” and make the necessary adjustments, only 
by a complete regimentation of labour and abolition of the 
freedom of consumption. We need not, at length, discuss 
whether there is any genuine freedom of labour or consump- 
tion for the mass of the people in a capitalist state. Labour 
is, of course, formally free; but to say that labour is really 
free to move from one occupation to another, or from one 
place to another, is completely at variance with all the facts 
of the situation. The completely free, competitive market 
for labour of all kinds does not simply exist. There is so 
much friction in the movement of labour that the friction is 
more important than the movement. ""There’s a crown for 
who can reach,” is true only in the realm of poetic imagina- 
tion. The mass of men are permanently condemned to 
occupations, from which they cannot move, as if they had 
been fixed there by iron bonds. Yet we are told by eco- 
F, 7 
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nomisls that there is a free market for labour; and since 
labour would not be ‘"free” under socialism, the “free” 
market, in which, under capitalism, every man finds his 
proper place, according to his aptitude, and gets the proper 
wage in accordance with his productivity, would disappear. 
Labour costs would not be properly evaluated; hence calcu- 
lations of costs would become irrational. Mismanagement 
and collapse would be the simple consequence. All this 
mighty theoretical reasoning is based on no foundation of 
facts. Labour is not so free in a capitalist state, as the eco- 
nomists imagine, nor is it so unfrec in a socialist state, as 
they seem to think. This is proved by the Webbs with 
reference to the conditions in the U.S.S.R. ‘Tn the U.S.S.R., 
for every member of the collectivized organization of 
industry and agriculture, the plan provides a place in which 
he can earn trade union wages. But although the Five-year 
Plan provides the necessary total number of situations wait- 
ing to be filled neither the plan nor any other law of the 
U.S.S.R. dictates to Ivan or Nikolai, which of the situations 
he is to fill. In a much more real sense than in Great 
Britain or the United States, he may, according to his 
faculties, make his own choice of work .... The Govern- 
ment of the U.S.S.R. has, indeed, no need to employ 
compulsion to fill its factories or state farms, or even its 
lumber camps. It finds it quite sufficient .... to use the 
device of making more attractive the particular occupations 
in which there is, at any time, or in any locality, a shortage 
of suitable applicants. The obvious remedy is to provide 
additional opportunities for training in such occupations 
.... An even simpler way is to pay more liberally for the 
kinds of labour that are temporarily in short supply. Thus, 
in 1932, in the exceptionally rapid development of electrical 
installation, there was, nearly everywhere a shortage of 
coppersmiths. It was accordingly provided that more 
youths, who voluntarily applied, should be selected for 
training as coppersmiths, and it was also arranged by the 
appropriate trade union that the coppersmith should be paid 
at a higher rate than other smiths. It may be said that 


Ibid., pp. 685-687. 



PROBLEM OF VALUE IN A SOCIALIST STATE 411 


this is not socialism, as it means inequality of wages. But 
there are various types of socialism and there can be no valid 
argument, unless we stick to Prof. Mises’ definition of 

socialism as simply meaning, state ownership of the means 
of production. In this definition, equality of wages is 
neither stated nor implied. 

With regard to consumption goods, also, we are told 
that there would be no freedom of choice. "'They would 
have to take what it was decided to produce. And what it 
was decided to produce would be the resultant, not of the 
conflicting pulls of price and costs, but of the conflicting 
advice of different technical experts and politicians with no 
objective measure to which to submit the multitudinous 

alternatives possible. There is, in ca])italist society, an 
“objective measure” of “price and costs,” yet is there 
freedom of consumption? Let the economists answer. 
“ We are free to go into any shop we wish, and to ask for 
anything that wc wish across the counter .... Despite this, 
in normal times, the controllers of industry manage to put 
the right men into the right places with some 95 per cent of 
accuracy. But they do it not by giving us what we want, 

but by making us want what they can give us.”'^* This is 

consumers’ freedom; and we are further told by Prof. 
Robinson that the so-called freedom of the consumer is very 
costly. “ It is as well to remember just occasionally what 
we pay for our freedom. There are many commodities of 
which the total distribution costs represent more than 40 per 
cent of the final price, there are not a few of which they 
amount to more than half of these costs .... a large part 
is the cost of persuading us to be reasonable in our demands. 
We might sometimes have both the alternatives, that are open 
to us for little more than the price we pay for our freedom, 
we might have, perhaps, both beef and mutton for little more 
than the cost of the organization necessary to allow us the 
choice.”^- Let Prof. Mises say, if this is economic 
efficiency ! The freedom of consumption does not exist and 

The Grii^at Depression hy Lionel Rohl)ins, p. 155. 

Shucture of Competitive Industry hy Rol)inson. p. 175. 

Ibid, 
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yet we pay a price for a freedom, which exists largely in the 
imagination of the economist. But what about the consumers’ 
plight under socalism? There is, according to Robbins ‘'no 
objective measure” since the free market v/ith its “conflict- 
ing pulls of price and costs” does not exist. But is there 
freedom of consumption or no? “As consumers,” says 
Robbins, “they could choose between the commodities avail- 
able.” But this is as true under socialism as under capital- 
ism, with this difference that ” . . . . On the choice of commo- 
dities to be produced they could have relatively no influence. 
This is entirely a theoretical proposition, which facts 
contradict. In Soviet Russia, the demand for commodities 
is “reported by the network of consumers’ cooperative 
societies to which nearly every adult belongs.” Where is 
the need of an objective measure, when the consumers report 
their own demands? These decisions “ from below ” are 
incorporated in a draft plan, which is criticised by every 
section of the population for a pretty long time; then is a 
final plan prepared. When the plan is executed, its results 
are again criticised by innumerable institutions, Soviets, 
factory committees, cooperative societies; and the plan for 
the next year is modified in the liglit of the consumers’ 
criticism, wherever consumers’ control is not possible, 
practicable or desirable, e.g., the manufacture of turbines, 
motor lorries, tractors, railways, steamboats, etc., citizens’ 
control is provided, yet since there “no objective measure” 
of “price and costs” freedy determined in a competitive 
market, there cannot be freedom of consumption! When 
the Gosplan has l)efore it the reports of the consumers’ co- 
operative societies, where is the need of any other “objective 
measure”? But Robbins is a great economist. If facts do 
not fit in with his theory, it is the fault of the facts! 

Bur the facts are formidable. Never was theory more 
divorced from practice than in the intellectual performances 
of the great economists, who have tried to prove the 
impossibility ol rational calculation in a planned economic 
system, at the vt'ry time, when in the territories of the 
U.S.S.R., a vast economic structure was being successfully 
built up for the welfare of millions, who in Czarist times, 
knew not what life or culture was! We were told that the 
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gigantic mechanical structures would, due to miscalcula- 
tions, stand as dead as the pyramids of the Pharaohs of 
Egypt! They would not move! When they moved, we 
were told that the movement, again due to miscalculations, 
would be slow and the product shoddy! But when they 
began moving fast, gradually improving the quality of their 
goods, we were told by Dr. Gregory {Gold, Unemployment 
and Capitalism) that it was a boom, which would soon run 
to disaster. That was in the year 1933. But in 1940, the 
expected disaster and depression are nowhere in the coming ! 
Now, thanks to all the ^"^irrational calculations” of the 
Gosplan, the economic and social structure of the U.S.S.R. 
has, as the amazingly comprehensive researches of the 
Webbs conclusively prove, blossomed out into "‘A New 
Civilization!” 

But we may not, though it is extremely unfair, take 
the Webbs at their word, for they have been avowed 
socialists for practically their whole life-time. Their attack 
on “the deductive economists” is fair and logical, supported 
as it is by a mass of statistical evidence and empirical facts. 
But it is better to prove the case from the accepted scripture. 
When Prof. Mises wrote his first German edition of Socialism 
in 1922, and propounded, for the first time in economic 
thouglit, ihe strange thesis that “in a socialist community, 
economic calculation would not be possible,” he had, at 
least, the excuse of ignorance; for the Bolsheviks had only 
just seized ]>()wer. When he wrote the second German edi- 
tion in 1932, the First Five-Year Plan had still a year to run; 
moreover, since its deliberate aim and purpose was to 
develop, to an extraordinary degree, the heavy industries, it 
was yet to be seen, whether the enormous capital invest- 
ments would really fructify into equally enormous quantities 
of consumers’ goods. But when, in 1935, under the editor- 
ship of Prof. Hayek, he, along with other economists, 
emphatically repeated the same thesis in “The Collectivist 
Economic Planning,” it was a totally different affair. The 
First Five-Year Plan had yielded the expected results and 
the second Five-Year Plan was nearly half complete. Yet 


Socialism by Mises, p. 130 . 
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Mises tells us that” .... he who expects a rational eco- 
nomic system from socialism will be forced to re-examine 
his views.” It will be only fair to ask Prof. Mises ‘Ho re- 
examine his views” in the light of the facts, revealed by that 
arch-enemy of Soviet Communism, Prof. Boris Brutzkus, 
whose book “Economic Planning in Soviet Russia” is 
described as a “Companion Volume” to “Collectivist Eco- 
nomic Planning.” Prof. Brutzkus tells us; ‘T/^e principal 
aim of the Five-Year Plan was the development of a great 
heavy industry, and in general it must be recognized that 
this aim vms achieve If the aim has been achieved, 
the calculations must have been rational. 

With regard to Soviet Russia, another misunderstand- 
ing must be cleared. The hxonomists had prophesied that 
planning, due to inevitable miscalculations, would result in 
a scarcity of commodities. When European and Aimerican 
travellers re]:)orted scarcity of ordinary commodities, the 
economists jumped at the facts and discovered that their 
theories had been completely proved. But the learned 
professors ought to have remembered that scarcity does not 
mean the same thing under socialism, what it does under 
capitalism. In a capitalist country there is in fact no 
scarcity at any time, because effective demand is always 
satisfied at the market price. Paradoxically, there might be 
a famine in a capitalist country, but there would be no 
scarcity in the economic sense. In a socialist state, there is 
always scarcity, because the state attempts to satisfy all the 
people. “No scarcity” conditions might, therefore, be far 
worse than “Scarcity” conditions in a socialist state. The 
Webbs prove the proposition by facts and figures. “There 
is, for instance, a constant scarcity of leather boots and 
shoes. Is this due to any shortage of supply? In 1913 
... we read, ‘Russia manufactured in factories 17 millions 
pairs of boots, but in 1931 the number had grown to 65*9 
million.’ Yet leather boots and shoes . . . are, it is said, 
as difficult to buy as ever! Another household requisite is 
soap. ‘In 1913, Russia manufactured 94,000 tons of soap; 


3** Economic Planning in Soviet Russia by Prof. Boris Brutz- 
kus, p. 198. Italics mine. 
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in 1931 she manufactured 189,000 tons . . . and yet the 
demand far exceeds the supply.’ .... Year after year, a 
much larger quantity per head of population is actually 
being distributed to the inhabitants, without in any way 
lessening the apparent scarcity.” 

Apart from the example of the U.S.S.R., the war experi- 
ence also furnishes us with a very interesting example of a 
planned economic system. This enables us to lest the thesis 
of Prof, Mises that it is not possible to avoid disastrous errors 
in calculation in a society, where all the instruments of pro- 
duction work to the order of the stale. Yet this is what pre- 
cisely happens in war time. It may be said that war and peace 
do make a difference; what can and should be done in war 
time, may not be done in peace time. What can be done 
in war lime, can also be done in peace time. What should 
be done, is another matter. What we are here concerned 
with, is Prof. Mises’ thesis that it cannot be done rationally; 
and further that if an attempt is made to do it, the result 
will be disaster due to inevitable miscalculations. Let us 
test this by the facts of experience. Britain is at war with 
Germany. The British Parliament (not the supreme con- 
gress of the Soviets) has passed the Emergency Powers 
(Defence) Act, whose operative clause confers upon the 
King in Council the power ‘‘to make such defence regula- 
tions making provision for requiring persons to place them- 
selves, their services and their property at the disposal of 
His Majesty . . . On this, the Economist (May 25, 
1940, p. 924) remarks: “ In short, the Government takes 
control of everybody and everything. It is the complete 
conscription of persons, labour and capital,^^'^’' What have 
Prof. Mises, Hayek, Pierson, Robins, Gregory, Brutzkus to 
say to all this? Are things going to dogs in England due to 
“the complete conscription of persons, labour and capital?” 
How has this affected the economic structure? Has it led 
to a decline in the production of goods the state desires? 
Has it led to a deterioration in the quality of goods? How 
does the state bring about the particular allocation of re- 
sources, which it desires? How does it fix prices? If 


Italics mine. 
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things do not sell at the fixed prices, what happens? The 
replies are given, not by the Gosplan, but by the Economist i 
So far as plant is concerned, the problem is one of bring- 
ing into use at once every factory and every piece of 
machinery that can be used to produce any form of war 
equipment.” This is not the President of the Gosplan 
speaking, but a British economist! Ihe Ministry of Supply 
orders production of goods without any regard for the value 
processes of the market! No price is bargained for, because 
‘Hhe haggling can come afterwards, and the Excess Profits Tax 
should serve to kill most of the incentive to haggle. 
If Prof. Mises’ thesis is correct, this ought to result 
in gross economic inefficiency; but the British states- 
men assure us that the production system is becoming more 
and more efficient! The necessary materials are produced 
with no ^‘‘rational” regard to ihe prices in the market, but 
solely with regard to state needs — exactly what happens 
under socialism. “Those materials that are produced in 
this country — chiefly coal and steel, must be forthcoming in 
whatever quantities are required.” So the State treats the 
market with contempt. But what about its own valuations? 
How does the Ministry of Labour fix wages? How does the 
Board of Trade fix prices of consumers’ goods? How is 
changing demand adjusted to fixed prices? All these value 
processes, Prof. Mises regards, as disastrously erroneous or 
altogether impossible; yet, in Great Britain, today, they are 
successfully accomplished, undeterred and undetermined by 
the market. To quote the Economist again: “The 
Government is taking powers to determine wage rates . . . 
Labour must henceforth be found according to a logical 
plam^^ The Government’s new powers must be used to take 
it from where it is and place it, where it is needed.” But 
what about capital goods, because Prof. Mises’ theory relates 
to the valuation of capital goods. What is the experience 
of Britain at war.'^ There is, in Britain, today “a rigidly 
controlled capital market, (The Economist^ Banking 
Supplement, May 18, 1940, p. 4.) “ The authorities had 

realized . . . that the test . . . would require a more com- 


Italics mine, 
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plete mobilization and more controlled canalization of our 
capital resources than could be achieved by the incentive of 
private gain in an individualistic economy. Hence the im- 
mediate attack on the freedom of the capital market as the 
key-position in the attainment of an effectively controlled 
economy'^'' . . . the authorities were given a power alto- 
gether unprecedented in this country of shaping the character 
of new capital expenditure and consequently of our pro- 
ductive effort.” (Ibid.) As regards the valuation of capital 
investments, the Economist remarks, ‘ffl would always be 
open to Government to make provisions for the valuation of 
these holdings in the books of the banks. There are many 
precedents for such arbitrary valuation of investment hold- 
ings in continental hanking legislation,'’^ It is on this arbi- 
trary valuation of investment holdings that the whole theory 
of Mises about the irrationality of socialist calculations 
depends. So the war experience, besides the experience of 
the U.S.S.R., proves the whole thesis of Mises to be entirely 
wrong and misplaced. 

Summing up, we find that in a socialist stale, so far as 
consumers' goods are concerned, there is and can be a price 
economy. Even Mises conceded this position. “It is pos- 
sible,” he says, “to conceive arrangements permitting the 
use of money for tlie exchange of consumers’ goods. But 
so far as producers’ goods are concerned, there is no market, 
as they can neither be bought nor sold, since they are and 
must remain the property of the state. Nevertheless there 
is a definite, rational relationship between the consumers' 
valuations of consumption goods and the making and using 
of production goods — a relationship so direct, definite and 
rational is not to be found in any market economy. But it 
seems, we have been fighting over mere words. Prof. Mises 
means something else by “rational” than what we mean. 
Rational calculation is that which is based on profit. 
Rational conduct is that which is motivated by profit. So 
the real difference between socialism and capitalism lies not in 
the rationality or irrationality of their respective value cal- 
culations, but in the different motives that govern conduct 


Socialism by Mises, p. 121. 
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in each of them. This is well illustrated in a lecture (1 am 
quoting from memory) delivered by Lord Passfield to a 
group of British boys. ‘Tf you buy eggs at 6d. a dozen and 
sell them at 8d, a dozen, how much would you gain? — 2d. 
a dozen, but in the U.S.S.R.^ you would get 2 months' rigor- 
ous imprisonment," Obviously, the soviet calculations are far 
worse than irrational! But the irrationality, if any, is not 
in the economic calculations; it is rooted in tlie very concept 
of socialism. What appears to be a difference in the 
method, character and consequences of value calculations in 
the two systems is really a difference in their basic approach 
to human problems. 


SUMMARY 

[Many economists are of the opinion that the capitalist value 
calculations are rational, and the socialist, irrational. In this 
discussion, the economists do not lake account of the (jualitalive 
difference between the two social systems, which makes illogical 
any comparison of their value }>rocess( s. Moreover the economists 
seems to be prejudiced in this issue. In the History of Economic 
Thought, there is a tradition of opposition to socialism on one 
ground or another. Another charge against the economists is their 
impossible demand for a perfect demonstration of the working of 
a socialist society before they can be convinced as to the correct- 
ness of its economic valuations. In their arguments, there is another 
defect — terminological inexactitude. Such terms as demand and 
costs of production must be precisely defined with regard to the 
type of society under discussion. The economists fail to do this, 
hence many avoidable fallacies vitiate their arguments; e.g., the 
relative economic efficiency of the, two systems based on the costs 
of production theory. The socialists do not accept the basic con- 
ditions of economic efficiency in the capitalist system. They reject 
‘‘profit” criterion, hence there is no common measure of economic 
efficiency. 

In Prof. Mise-s’ version of the theory, the difficuty of economic 
calculation arises, not with regard to consumption goods, but with 
regard to production goods only. Even here, the difficulty lies, not 
in the impossibility of economic calculation, but in the complexity 
and magnitude of organization. To ove|rcome this difficulty, a 
cost-accounting system is necessary. Prof. Pigou has proved that 
it is cpiite possible “in principle” and the history of Soviet 
Russia has shown that it is equally possible “in practice” to evolve 
a cost-accounting system for evaluating production goods. Prof. 
Mises’ contention that the socialist allocation of resources igl bound 
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to result in a considerable wastage of materials and labour is 
wrong; for a planning authority is, in this respect, in a better 
position than a capitalist society. The preliminary allocation of 
resources between different types of production is based on regularly 
ascertained consumers’ demand and expert advice; and the subse- 
quent detailed allocation between different methods of production 
is based on statistics of quantities of ultimate products, wages and 
raw materials. Rut we have been arguing, as if we accept Prof. 
Mises’ conception of the market as valid. Mrs. Wootton has proved 
that it is really “Platonic”. 

Dr. Gregory is of the opinion that there can be no provision 
for changes in demand and technique in the value calculations of 
a planning authority. His argument does not conform to material 
facts either in the capitalist or in the socialist system. The Webbs 
have proved by facts and figures that the socialist state can and 
does provide for such changes. It is further argued that the value 
calculations of the planning authority can remain correct during 
the operation of the plan, only if there is a complete regimentation 
of labour and abolition of the freedom of consumption. The 
economic history of Soviet Russia provides a complete refutation 
of this contention. It is surprising that the economists have tried 
to prove the impossibility of economic calculations in a socialist 
slate in the very face of the enormous achievements of the Gosplan 
in the U.S.S.R. They argue that there is scarcity of commodities 
in Russia. They forget that this scarcity is not relative to the 
“effective demand” of the capitalist society, but to the total 
demand of all the citizens. Apart from the U.S.S.R. the war 
experience also furnishes us with a very interesting example of a 
planned economic system. Britain is at war with Germany. There 
is “complete conscription of persons, labour and capital”, yet the 
production system is becoming more and more efficient. The 
value calculations of the planning authority must, therefore, be 
rational. 

The case, wdiich the economists have made out against socialism 
on the basis of its faulty value calculations, has really no founda- 
tion. The real difference between socialism and capitalism lies not 
in the rationality or irrationality of their respective value calcula- 
tions but in the different motives that govern conduct in each of 
them. It is the basic difference in the approach to human 
problems.] 



ECONOMIC VALUATION IN A SOCIALIST STATE 


By 

V. L. D’Souza, 

Mysore University, 

I, Capitalism versus Socialism 

As a rule the main propositions of economic theory apply 
with undiminished force to a socialist society. Whether the 
system is individualist or socialist the problems remain 
fundamentally the same, A change of property-rights, the 
phenomenon of state investment, changes in class relation- 
ships, an altered distribution of wealth — these will not fun- 
damentally alter the character of the economic problem at 
all. Cassel assures us that new lines of economic policy 
adopted by socialists tend merely to work out the classical 
ideal of a system of prices. Wieser declares that the social- 
ist state must retain the same law in force as under indivi- 
dualism or its economy will become chaos. He even iden- 
tifies natural value with value as it would exist under com- 
munist conditions. Henderson speaks of the existence of 
an economic order more profound and more permanent than 
the present industrial system, an economic system with laws 
and relationships that will apply equally to all our social 
schemes. Pareto asserts in a categorical manner that under 
socialism commodities will be distributed according to the 
rules which we have discovered in our study of a regime of 
competition.^ 

The critics of socialism have, however, held forth that 
urider it economic calculation is impossible. As Mises says, 
“v/here there is no free market there is no pricing mechan- 

^ Cassel, Theory of Social Economy^ Vol. I, p. 76. 

Wieser, Natural Value, p. 164. 

Henderson, Supply and Demand, p. 11. 

Pareto, quoted by Dobb in E, 1933, p. 589. 
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ism, without a pricing mechanism there is no economic cal- 
culation.”* The critics have got into a stale of confusion 
because they identify the price system with the market. It 
is only an historical circumstance that we have come to 
associate price with individual and free exchange in a 
market. But a price system is really independent of any 
particular organization of the market, for the essential 
character of price is just this — a definite numerical relation 
between units of different kinds of goods which are scarce 
in quantity. Scarcity is the essence of the pricing process 
whatever shape the organization of society takes but in a 
capitalist economy it is made to work within the framework 
of market, profit-motive and private ownership. 

The sole purpose of production is use and hence ihe 
common denominator of goods of various kinds and cate- 
gories is their use. The use-value of goods is best expressed 
in terms of price. Under capitalism price measures use- 
value but measures it badly because of monopoly, inequal- 
ities of income, immobility of labour and creation of vested 
interests. Under socialism on the other hand price would 
be a dependable and accurate index of use-value. There is 
but one way of estimating the value of heterogeneous and 
dissimilar goods and that is through their relative prices. 

Since scarcity is common to both the socialist society 
and the capitalist regime we may apply to the one the 
lessons that we have learnt from the other. It is assum- 
ed that in a capitalist regime j)eople themselves decide 
what shall be provided for them and that the market is the 
medium through which the consumers ex{)ress their prefer- 
ences and that prices reflect the alternative — product costs 
of the various goods at the margin. The socialist stale may 
dispense with the consumers’ choice and all decisions about 
what people should consume may be made by the Ministry 
of Production but even in these circumstances a market pro- 
cess and a pricing mechanism will still be necessary for 
purposes of comparing the marginal productivities of the 
means of production and of achieving the technical maximis- 

^ L. Von Mises, in Collectivist Economic Planninp:, edited by 
Von Hayek, p. 111. 
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ation of the output of commodities in the proportions decided 
u])on.® 

We have to distinguish between an individual firm and 
the industry as a whole. The rule for an individual firm or 
plant is to produce the output on a scale which equalizes 
marginal cost to the price of the product. But the rule is 
not fully applicable to the output of the whole industry, 
because additional plants may be built or old plants may not 
be scrapped. Hence we have to devise a separate rule for 
the managers of the whole industry as for example the 
directors of a National Steel Trust — the rule being that the 
output of the whole industry ought to be such as to equalise 
the price of the product to average cost. In practice it 
means that whenever the price of the product is higher than 
the average cost the industry ought to be expanded and 
whenever the price sinks below the average cost the industry 
ought to be contracted. Whether new plants are to be built 
or old ones enlarged or old plants ought to be replaced by 
new plants are all questions to be determined with reference 
to the difference between price and average cost. Of course 
the rule is valid only under the assumption of homogeneous 
production or constant returns to the industry as a whole. 
If the assumption is dropped we have to recast the rule thus : 
the output of the industry ought to be such as to equalize 
marginal cost to the industry as a whole and the price of the 
product.^ 

Whatever the nature of the economy, goods will be sold 
at prices which clear the market. Production of particular 
goods is increased or decreased and the prices in the market 
fall or rise until they are equal to marginal costs. The 
principle of marginal costs does not always provide a clear 
and precise criterion of action. Under conditions of wide- 
spread competition the term cost of production has a very 


3 Discussions on “Socialist Economy” I)y Dobb and Lerner in 
the Review of Economic Studies, 1934-1935. 

^ A. P. Lerner “A Note on Socialist Economics” in the Review 
of Economic Studies, 1936-1937. 

Hall, Economic System in a Socialist State, Ch. VIL 
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definite meaning but under conditions of socialist production 
the term cost becomes a matter of calculation, 

11, Socialist Money 

We have assumed that our socialist community would 
he adopting a pricing mechanism. Pricing involves the use 
of money. Socialist money may take two forms, namely 
book-enlry money and current money. Book-entry money 
is the same as bank deposits transferable by cheques. The 
bulk of transactions will be paid for by transfers in indivi- 
dual ledger accounts in the savings bank or co-operalive 
society or a central credit institution. In a socialist state 
each cilizen would have his wages or income paid into a 
savings bank which v/ould settle his account, })erhaps at the 
end of the month, with a co-operative society where most of 
his purchases have been made. Apart from these payments 
made by book-entry money there would be innumerable 
transactions entailing the disbursement of small sums, e.g., 
postage-stamps, newspapers, cigarettes, bus-rides. Petty cash 
disbursements cannot be eliminated altogether though the 
cheque system will go far towards reducing them. 

The current money in use for small payments in a 
collective economy should necessarily be of the token order 
and not full-weight gold coins. The use of gold coins will 
amount to a waste of the community’s resources which could 
be better applied elsewhere. Moreover they will become the 
object of exchange in international trade, thus introducing 
an element of disturbance in the domestic economy. Money, 
token or full weight is not an evil in itself as it gives human 
beings a freedom of choice and self-expression in their 
spending and an opportunity to maximise their satisfactions 
that would be inconceivable otherwise, but money should be 
rendered featureless as far as possible. 

The issue of money must be carefully articulated with 
the amount of real goods produced and consumed. Co- 
ordination between money and goods is particularly difficult 
to procure in the sphere of individual consumption. The 
circulation of money against goods should be regulated with 
a view to bringing about in a given period an equality 
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between the sum total of purchasing power in the hands of 
coiisumers and the sum total of the prices of all consump- 
tion goods. In other words there will be equilibrium when 
the sum of prices of all the goods equals the earnings of all 
the factors of production, deductions in each case being 
made for capital formation and communal use. 

A socialist system implies a stable price-level which 
serves as a basis for economic valuations. In a rigidly con- 
trolled collectivist slate it is possible to fix prices and output 
and thus practically eliminate monetary fluctuations. But 
in a planned economy which envisages a certain amount of 
freedom, like the one that we are contemplating, there is 
considerable scope for changes in the general price-level. 
There may be fluctuations in the unspent margins or changes 
in the private sector or alteration in the price policy of 
public enterprises. 

The proper aim of monetary policy should be to keep 
the goods-value of th(^ monetary unit of account constant, 
that is, the purchasing power of the currency over a stand- 
ard collection of consumption goods should be maintained 
at a constant level. An increase of [)roduction or a rise in 
physical productivity should be reflected in an increased 
money-income to each individual. In a word a sum express- 
ed in terms of currency unit must represent a constant volume 
of real goods.’’ 

As in a capitalist economy the causes of changes in the 
general level of prices may be due either to changes in the 
prices of the factors of production or changes in the demand 
foi money. It is a common practice under capitalism to try 
methods of control which act on consumers’ effective demand 
and thus seek to restore the equilibrium in monetary circu- 
lation. But it is in consonance with a planned economy to 
adopt methods which would also regulate the factor prices 
directly. 

The easiest way of controlling factor-prices would be 
to issue an order for an all-round reduction of these prices 
or their increase, as the case might be, whenever the index 
number reveals a marked tendency to move up or down. 

H. D. Dickinson, Economics of Socialism, p. 193, et seq. 
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The easiest way is also a crude way as it involves an arbi- 
trary interference with the pricing mechanism. A more 
scientific method would be to regulate the prices of land, 
labour, capital and risk-bearing services on some index of 
productivity constructed for each of the factors of produc- 
tion for a particular industry or for a whole community. 
The regulation could be done by the simple expedient of 
adding or subtracting percentages to basic rates. 

Af)art from the control of factor prices it is also neces- 
sary to find means of regulating the money demand and 
liquidity preference of the consumers. In a capitalist eco- 
nomy the consumer’s outlay and hence the price-level is 
sought to be influenced by controlling the volume of invest- 
mtmt, that is, by a public works policy. In a socialist 
economy the volume of investment is the particular concern 
of the planners and investment policy is governed by more 
fudamental considerations than the influence of the price 
level. Under socialism the monetary authority will have 
resort to expedients such as control of individual savings 
through banks, increase or decrease in the dividends of the 
co-operative societies and payments out of the Social Income. 
In order to regulate the volume of the circulating medium 
and to check any tendency towards hoarding or dishoarding 
the central authority might cause a rise or fall in the interest 
rale offered by the savings banks. A fall in the rate would 
tend to raise the price level and a rise will have the contrary 
effect. Similarly the flow of purchasing power could be 
affected by an appropriate policy of dividend y)ayment by 
the co-operative stores which would be doing the bulk of the 
retail trade in a socialist state. 

Or again the fund of the Social Income might be used 
to adjust the flow of purchasing power. Tlie social income 
is composed of the return to land, to capital, labour and un- 
certainty-bearing, in other words, rent, interest, wages and 
profits and of these only wapres are paid out, the rest being 
rnerely accounting prices and not actual payments made to 
the landowner, capitalist or entrepreneur. So far as distri- 
bution is concerned the social income is a single fund out 
of which payments could be made to individuals on any 
desired principle, deductions being made for capital forma- 

R9, 
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tion and for the cost of communal consumption. Now the 
price-level of consumption goods can be raised or lowered 
by paying out larger or smaller shares out of the social in- 
come to the individuals that make up the socialist com- 
munity. 

///. Pricing Process under Socialism 

In a capitalist society the economic problem is tackled 
by the method of production for sale in a market at a price. 
The question is whether the same pricing mechanism can be 
made to work in a socialist society. Some socialists are of 
opinion that the assumptions on which the pricing process is 
based do not hold good under socialism. Thus they dispute 
the contention that the individual knows best what is good 
for him and that the demand schedules of individual con- 
sumers are the best indicators of human needs. They have 
no use for market or price or for the doctrine that wants are 
insatiable. They believe in a scientific study of human 
wants and in planning for their satisfaction through stand- 
ardized production. 

Other socialists do not cut away from orthodox eco- 
nomic theory. For them welfare consists in the satisfaction 
of wants as determined by the conscious choice of indivi- 
duals. The satisfaction of wants, however, is entrusted not 
to private enterprise but to a collectivist body so that the 
organization of production and distribution of income might 
provide the maximum of individual satisfaction. Socialism 
to them should be, libertarian and not egalitarian; it should 
be competitive and not rigidly communistic. 

Taking libertarian or competitive socialism as our 
standpoint we proceed to answer the question which must 
arise in any economic system: how to dispose of limited 
resources so as to achieve the maximum satisfaction of 
human needs. The problem implies some mode of valua- 
tion — a scale of achieving the most advantageous use of 
scarce means among different ends of economic activity, in 
other words, valuing, costing, substituting and balancing pre- 
ferences against one another. 

In a capitalist society the price system fulfils two func- 
tions, viz,, the pricing of consumption goods which acts as 
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an automatic regulator of demand and tlie pricing of factor 
goods which acts as an automatic method of distributing the 
national income. A socialist community might adopt the 
pricing system for these purposes but it must not put all its 
faith in the automatic working of the machinery of demand 
and distribution as against demand it must measure cost in 
order to make sure that the satisfactions are realized with a 
minimum expenditure of resources and as against distribu- 
tion it must not allow marked inequalities of income. 

Profit expectations, friction, uncertainty, anarchy, these 
appear to govern an individualist economy. Competition 
necessarily implies autonomy of separate decisions which in- 
evitably leads to maladjustment and disequilibrium. Plan- 
ning means the over-riding of separate decisions: it means 
that eacli set of events occurs as a result of decisions taken 
with proper fore-thought and as part of concerted action. 
Automatic adjustment and automatic correctives which are 
supposed to be sfiecial features of a competitive market 
oi>erate through price changes only after the events have 
actually happened. Under competition the automatic de- 
vices do come into operation some time, perhaps some years, 
after the investments have been made but under planning it 
is possible for industries to make the correct long-period 
adjustments.^* 

In a j)lanncd economy it is possible to reduce, if not 
eliminate the divergence between social costs and individual 
costs or what Pigou has called marginal social net product 
and marginal individual net product. The wasteful use of 
land, pollution of the air by smoke, unemployment due to 
sudden changes in industrial equipment — these social costs 
may be avoided by knowledge and foresight. 

The freedom to purchase consumption goods at a price 
in the oj)en market results in several advantages. For one 
thing the consumers can compare the relative attractions of 
commodities as reflected in their price; and the available 
supply can be allocated in accordance with consumers’ esti- 

Dobb, Political Economy and Capitalism, Ch. VIII. p. 278. 

Durbin, “Economic Calculus in a Planned Economy.’’ 

1936. 
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mites of their own needs. It has also the advantage that it 
serves to indicate what goods are most in demand. Even 
with the best scientific technique it will never be possible to 
satisfy all needs and thus a choice must be made of what 
goods are to be produced and a method must be devised for 
passing them on to consumers who most need them. The 
choice of goods implies an estimation of the need for a 
good or service while the problem of allocating goods to 
consumers can be solved by (1) rationing, (2) eliciting con- 
sumers’ preferences through an advisory body, or (3) the 
pricing process in a free market.’ 

Rationing is a crude method of apportioning goods. It 
does not solve the problem of estimating social need and in 
actual practice it would be difficult to determine what a 
single ration should consist of. 

Eliciting consumers’ preferences will no doubt indicate 
the quality, variety and convenience of the goods to be pro- 
duced but the method has the defect of not being quantita- 
tive and may lead to the danger that the aggregate costs may 
absorb more than the total available income. 

The pricing process in a market implies the sale of 
goods at a price. It gives us the best indicator of the 
quantity of social need and the preferences of individual 
consumers. The price-and-market method, to serve its 
purpose in a socialist stale, assumes that there arc 
no serious inequalities in individual demanders’ incomes. 
In a society which has acquired more or less equality in dis- 
tribution a free choice of goods at a price would bring about 
an allocation of goods in conformity with the needs of the 
consumers. It is also assumed that society would provide 
free of cost, what is called communal consumption, its pay- 
ment being made out of social income and its range and 
quality determined by the representative body of consumers. 

The price formation in a socialist state offers no pecu- 
liar difficulty. The state through its selling agencies such as 
the general shops, retail stores, co-operative societies can 
sell goods to the consumers and according to their response 
can regulate the quality and quantity of goods. Tn the 

H. D. Dickinson, Economics of Socialism, p. 41 . 
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case of seasonal goods such as strawberries, or perishable 
goods such as fish, or again, irreproducible goods such as 
antiques, the supply becomes an independent quantity and the 
selling agencies will have to adjust their prices so as to just 
clear their stocks. In the case of the vast majority of goods 
both price and supply can be varied and the variation will 
result in the quantity being as great and price as small as 
possible, provided that the cost is covered. The producing 
organs will manufacture according to the orders of the sell- 
ing agencies while the selling agencies will adjust their 
stocks according as prices are rising or falling. The surplus 
between cost and price, if any, after deduction of casual 
losses will revert to the community as a whole or it may 
even be paid back to consumers as a dividend on pucrhases. 

Certain prices, however, should be treated as excep- 
tions to the general rule of price-formation. These prices 
are not in their nature free; they are fixed in the sense that 
demand has to adjust itself to the price, e.g., postage rates, 
railway fares, port dues and court fees. Whether in a 
capitalist society or socialist state, they are more or less 
arbitrarily fixed. 

For prices in general the device of the demand schedule 
prepared by the statistical services will be useful. The 
I)rime difficulty in drawing up demand schedules in any 
society is that the demand for one commodity is eotmected 
with the demand for others. Especially is this true of 
related commodities such as composite demand and joint 
supply. But in a socialist state the statistical services will 
be better organized, making it easier to frame demand 
schedules and to adjust prices and quantities with greater 
accuracy and thus come closer to achieving economic 
equilibrium.® 

IV. Calculus of Cost 

Production of goods and services involves the using up 
of various resources. The cost of a given good is measured 

* G. Cassel, Theory of Social Econoray, Ch. Ill and IV. 

H. Schultz, Theory and Measurement of Demand. 
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by the quantity of the factors employed in producing that 
good. The means of production are scarce and they must 
be utilised so as to produce the maximum satisfaction at the 
minimum cost. The cost of the output must be balanced 
against the satisfaction to be derived from it and ii there 
are alternative methods of producing the same good we have 
to choose the one that involves the least cost. 

These considerations lead us to the necessity of discover- 
ing methods of measuring cost. Broadly speaking there are 
three methods, namely labour-cost, energy-cost and price- 
cost.'^ 

The labour-cost method reckons the cost of goods as 
proportional to the quantity of labour spent directly or in- 
directly in their production or as Marx would say, socially 
necessary labour time. But quantity of labour is well nigh 
impossible to define because labour is not homogeneous and 
not interchangeable, e.g., typist’s labour, doctor’s labour, 
bricklayer’s labour or teacher’s labour. Marx deemed it 
possible to count skilled labour as simple labour intensified 
and to equate a given quantity of skilled labour to a greater 
quantity of simple labour.^ ^ The reduction of qualitative 
differences to quantitative differences may be mathematically 
possible but it has really no basis in practical life. One 
would not go as far as Bohm-Bawerk to describe Marx’s 
argument as ‘"^a theoretical juggle of almost stupefying 
naivete.”^ ^ Cost accounting in terms of labour might have 
some relevance to a stage where mechanical aids of produc- 
tion are unimportant but is obviously unsuited to modern 
times. 

The energy-cost method suggested by the technocrats 
relates the cost of goods to the quantity of energy embodied 
in them. The cost may thus be reckoned according to the 
units of foot-pounds or kilowatt-hours or therms or calories 
that have gone into the making of an article. The defects 
of this method are the same as those of costing according to 
labour-time. For example, it ignores the fact that scarcity 

^ H. D. Dickinson, Economics of Socialism, p. 66. 

Marx, Capital, (Eden and Cedar PauEs Translation), p. 9. 

Bohm-Bawerk, Capital and Interest, p. 384. 
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of different kinds of labour is not necessarily proportional 
to the consumption of energy and that different means of 
production which are scarce in relation to each other cannot 
all be reduced to physical units. The belief that socialism 
can dispense with the pricing system and replace it with 
some sort of calculation based on units of energy has now 
been definitely abandoned by economists. 

The price-cost method is based on the reasoning that 
the demand for consumption goods determines price and this 
piice becomes ultimately the payment for the factors of pro- 
duction. Price no longer depends on an objective measure 
but on the market valuation of individual goods. In a con- 
dition of economic equilibrium, unless the market valuation 
is such that price covers cost, the goods will not be produced. 
A good should sell neither above cost nor below cost, for, 
in the former case the consumer is deprived of satisfactions 
that would have been obtained by a proper utilisation of his 
resources, in the latter case the society is deprived of satis- 
factions through a wastage of resources. 

In the case of production goods, as in the case of con- 
sumption goods, whether in a capitalist society or in a social- 
ist community the demand price is equal to the marginal 
product. In a system of accounting we have to take note 
of not only the ultimate factors of production such as land 
and labour but also the intermediate goods which represent 
stored-up resources and which are required for what Bohm- 
Bawerk calls roundabout methods of production. The inter- 
mediate goods are a stock of resources held through time and 
their storing-up entails an item of cost, known as interest. 
Moreover the production of intermediate goods involves a 
certain risk or uncertainty arising from unforeseen changes 
in technical processes or in the desires and tastes of the com- 
munity and the uncertainty-I>earing entails yet another item 
of cost which may be called a change for risk. All these 
elements of cost can conveniently be bound together into a 
system by the method of pricing. 

H. D. Dickinson thus describes the position of equili- 
brium brought about by the pricing process. ‘'All means of 
production are fully utilized; prices of all goods are equal 
to cost; if alternative methods of production are possible, 
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that one is chosen which yields the product at least cost ; and 
finally a production good capable of alternative uses is so 
distributed between different uses that its marginal net pro- 
duct in each use is equal to the same quantity, namely to its 
price. 

The categories of rent, interest and reward for un- 
certainty-bearing are merely accounting prices. They form 
part of the system of costing but they form no part of any 
individual’s income. Thus rent is not paid to the landlord, 
nor interest to the capitalist, nor profits to the organizer. 
All these will be paid into a fund, as it were, and the fund 
will be available for distribution. 

It is shown that it is mathematically possible to deter- 
mine from the data supplied by the statistical departments 
the quantities and prices (a) of consumption goods and (b) of 
the factors of production that are combined in making them. 
The mathematical apparatus of simultaneous equalions, co- 
efficients and parameters can be utilised in the whole process 
of price-determination.^^ There is one difficulty in the way 
of the mathematical solution of the price problem, naniely 
that the data are continually changing and changes in con- 
ditions of production or in conditions of demand and su{)ply 
cannot he expressed in fixed formula?. For these reasons 
it is unlikely that the method of trial and error would 
be entirely given up in favour of the mathematical 
symbols. 

The experts of the socialist economy would be assigning 
or imputing values to the factors as well as to the com- 
modities. If, for example, in the case of a particular factor 
the valuation were too high the authorities would be unduly 
economic in the use of that factor with the result that there 
would be a surplus in the stock of that factor at the end of 
the productive period. On the other hand too low a valua- 
tion would bring about a deficit in the stock of that factor. 
Thus surplus or deficit would be the result of wrong valua- 
tion and by the method of trial and error and by a process 


12 H. D. Dickinson, Economics of Socialism, p. 73. 

1^ E. Barone, “Ministry of Production” in Collectivist Econo 
mic Planning, ed. by Von Hayek, 
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of successive approximation the authorities will arrive at the 
right accounting prices. 

The process of trial and error that helps to determine 
the actual prices in a competitive economy will do just as 
well in determining the accounting prices in a socialist society. 
It is by no means necessary for the Planning Authority to 
frame complete lists of the different quantities of all com- 
modities that might be purchased at any possible combina- 
tion of prices, llayek and Robbins make far too much of 
the millions of equations at which the exchanges can take 
place. In a socialist economy no less than in a capitalist 
economy all that we need is a rough and ready approxima- 
tion : e.g.j consumers try to lay out their income so as to get 
out of it maximum utility; producers seek such a combina- 
tion of factors as will equalize marginal cost and the price 
of the product. Hayek and Robbins will be solving an 
equation daily whenever they decide to buy a newspaper or 
take a meal in hotel or engage in an assault on the socialist 
position. Given a community of 100 persons and 700 
commodities we shall have to solve a system of 70,699 
equations and given millions of persons and thousands of 
commodities we would have to exhaust the power of 
algebraic analysis but in the sort of competitive socialism 
that we have in view we dispense with mathematical calculus 
and adopt the practical solution given by the market 
mechanism.^‘^ 

The principle of imputation is derived from the funda- 
mental properties of demand and supply. It states that 
under conditions of free competition each factor of produc- 
tion will seek the highest remuneration while each 
entrepreneur will seek to get the factors as cheaply as pos- 
sible. Supply and demand thus acting on each other every 
unit of any given factor will be paid at a rate equal to the 
value of the marginal net product in the given industry; and 
the distribution of the factor as between industries is in 
equilibrium when marginal net products are equal in all 

Robbins, The Great Depression, p. 151. 

Hayek, “Socialist Calculation” in Economica, May 1940. 

Lange and Taylor, Economic Theory of Socialism, p. 88. 

F. 10. 
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industries. The marginal net product is defined as the value 
added to the total product of a combination of factors by 
the use of the last unit of the factor in question. In other 
words it is the difference between the value of the product 
when X units are used and when X — 1 units are employed. 
Marshall’s famous example of the brewer may be re- 
called : the proportion of hops and malt in the making of 
ale can be varied and then the extra price which can be got 
for the ale by increasing the quantity of hops in it is the 
marginal net product of the hops we are in search of.^^ But 
as Wieser has shown, the value added to the total product 
by the marginal unit of any factor is made up of two things, 
namely first the product of that unit and secondly same 
further addition to the total product resulting from a more 
intensive use of the other factors in the combination. Hence 
the value imputed to a marginal unit consists of its own con- 
tribution plus the product resulting from the additional use of 
all the other factors.^^ 

The total remuneration paid for each factor is equal 
to the contribution of one unit multiplied by the number of 
units of that factor. And the sum of all the contributions 
of all the factors in the industry exactly exhausts the value 
of the total return. On these grounds we impute the re- 
muneration for each factor. 


Marshall, Prineiplesy 6th edition, p. 406. 

Wieser, Natural Value, p. 88. 

Laws, “The Difficulty of Imputation” in £./. 1933. p. 251. 
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By 

M. H. Gopal, 

Mysore University, 

The problem of pricing in a socialist state, though in 
one sense old, is in its purely academic aspect the latest con- 
troversy in economic theory. Economists as well as 
pseudo-economists, adherents as well as opponents of socia- 
lism have for a long time tackled the allied problems of how 
value is created and how it is determined. Marx’s labour 
theory, Proudhon’s Exchange Bank, Robert Owen’s labour 
notes, and their classical predecessor — Ricardo’s theory of 
value and Adam Smith’s ‘"philosophical account of value”^ 
whose beginnings are found in Locke^ — were all attempts to 
analyse the problem. To this group of writings may be 
added N. G. Pierson’s valuable article published in 1902.^ 
All these analyses were the outcome of either propagandist 
or arm-chair interest, for socialism was nowhere practised 
but was considered utopian. The individualist theories of 


^ I am indebted to my friends Mr. S. L. Rama Rao and Mr. 
B. R. Subba Rao for valuable suggestions in the preparation of 
this paper. 

2 Whittaker : The Labour Theory of Value ^ 

{Columbia University Studies, Vol. XIX, No. 2). 

» Edwin Cannan : Review of Economic Theory, p. 157. 

4 The problem of value in a Socialist Society by N. G. Pierson 
of Amsterdam. It appeared in Dutch in 1902 and its English tran- 
slation is printed in Von Hayek : Collectivist Economic Planning, 
pp. 41 — 86. ^ 
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value determination under conditions of perfect competition 
and complete monopoly covered the whole field of pricing. 
And even the many alternative theories such as the marginal 
utility, the cost of production, the marginal and equilibrium 
theories attacked no new problem. 

After the Great War, Socialism became an actuality. 
The Russian Communistic state and the Socialist regimes 
and growing influences in Germany, France and Great 
Britain gave a new and serious turn to this problem of 
pricing. It could no longer be of a purely arm-chair 
interest. Even at this stage, however, only Russian and 
German economists in general interested themselves in the 
problem, because it was in their countries that socialism 
was no more a mere theory. To this period belong the 
writing of Mises,''^ Brutzkus,^' Cohn, Webber and others.' 

But the question of price fixing under Socialism grew 
in importance and discussions about it gathered strength in 
the third of these stages — roughly since 1929-30 — as a 
result of two factors. One was the development of a new 
aspect of the theory of value, namely, the study of imperfect 
or monopolistic competition. The importance of this aspect 
of value was first realised by Sraffa in 1926^ when he sug- 
gested that ‘fihe whole theory of value should be treated in 
terms of monopoly analysis.” This was later on worked up 
by ChamberlairC and Mrs. Robinson.^® This phase of price 
determination analysis breaking away as it did from the 

^ Economic Calculation in the Socialisi Commonwealth 1920 
Reprinted as (Ih. Ill in Hayek op. cit.; Socialisni, 1922 (Eng. tr. 
1936) see specially pt. II, 

^ Economic Planning in Soviet Russia, 1935. (published in 
Russian in 1921-22) 

" The writings of these economists appear to be in German only 
Vide bibliography in Hayek, op, cU, 

^ “The Laws of Returns under Competitive Conditions.” 
(Economic Journal, 1926) 

® E. H. Chamberlain, Theory of Monopolistic Competition, 
1933. Also his article, QJE, 1929. 

Joan Robinson, Economics of Imperfect Competition, 1933. 
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traditional perfect competition and monopoly theories, gave 
a new impetus to the study of pricing in a socialist state, 
since perfect competition has no place in Socialism and com- 
plete monopoly of all production, large and small is almost 
impossible. The imperfect competition analysis did not 
falsify the traditional value theory but merely pointed out 
a new problem which had been overlooked by our predeces- 
sors. I regard this analysis as the real starting point of all 
recent discussions of the problem under consideration. 
Almost the first systematic, though incomplete, attempt at 
grappling with the question was that by Roper in 1931.“ 
The second factor in arousing interest in the problem was the 
ideal and practice of planned economy. The Five Year 
Plans of Russia and the plethora of literature on planning 
during the last decade gave a practical bias to the question. 
Since Roper’s analysis and more particularly since 1933^^ 
a great deal has been written on the problem of pricing in a 
Socialist State. 

Many questions have sprung up about the central prob- 
lem — the role of money; the extent of real competition and 
of competing monopolies; the influence of rationalization on 
prices; the possibility of an accurate system of pricing, 
whether the English cost analysis is applicable; whether the 
Marshallian analysis of supply and demand curves, or the 
solution by way of equational system is applicable; the 
extent to which a free market for consumption goods and 
factors exists, etc. 

The solutions offered also have been many but they 
are broadly of two types. One school consists of N. G. 

“ W. Crosly Roper, The Problem of Pricing in a Socuilist 
State, 1931. Two other pioneers were F.H. Taylor, “Guidance of 
production in a Socialist State,” AER, 1929; and H. D. Dickinson, 
“The Economic basis of Socialism,” Political Quarterly 1930. 

ft may be noted that Chamberlain^s book {op, cit) was pub- 
lished in 1933, and his article in 1929 (op. cit)-, and Robinson’s 
in 1933, while the Russian First Five Year plan related to 1928-33. 

13 Tfje literature on this problem has been referred to in the 
following pages. 
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Pierson,'* Von Mises,'® Von Hayek,'® and 

Barone'^ who may be called “the Austrian sceptics”. They 
contend that without free economic activity no workable 
price, value or costing system can obtain. There must be 
freedom of choice not only for present consumers’ goods but 
for the future goods also Le., a free market for labour, for 
capital and capital goods. These do not exist in a socialist 
state, and, therefore, the economic principle must break 
down. Tt is not possible”, observes Mises,'*^ an 
avowed critic of socialism and an extreme Austrian 
sceptic, “to divorce the market and its functions 
in regard to the formation of prices from the working 
of a society which is based on private property in 
the means of production,” for the motive force of the 
whole process is maximisation of profits. Economic cal- 
culation can only take place by means of money prices 
established in the market for production goods in a society 
resting on private property in the means . of production.^^^ 
Only under simple ccnditions can economics dispense with 
monetary calculation. The role of money may be the same 
under Capitalism and Socialism but its significance will be 
different.^' Tlie principle of marginal costs cannot apply 
in a socialist state. Thus in a collectivist community 

Op, cit. Pierson is not an Austrian but his ideas are. 

1’"' Mises; op, cit, 

Hayek, (a) “The History of the problem and the present 
state of the debate,” in Collectivist Economic Planning, 1935. 

(b) Socialist calculation — ^the Competitive Solution,” Econo^ 
mica. May 194<0. 

(c) Freedom and the Economic System (Public Policy pamph- 
lets, No. 29, University of Chicago press). 

Halm, “Further considerations on the Possibility of Ade- 
quate Calculation in a Socialist Community,” in Collectivist Eco- 
nomic Planning, 

Op, cit. 

Socialism^ p. 137. 

Ibid., p. 142. 

Collectivist Economic Planning, p. 92. 

22 Ibid,, pp. 226-231. 
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economic calculation would be impossible and so ^‘Socialism” 
is impossible.^^ 

The other school may be called ‘^the Believers” and is 
represented by Durbin, Dickinson,^*'’ Dobb,^^ Hall,^^ 
Lange, Lerner,^^ Knight,^® Orton^^ and Roper/^“ 

There are minor differences among these writers but 
they all believe in the possibility and practicability of 
pricing under Socialism. We might briefly consider the 
views of a few of these "‘Believers.” 


Socialism, pp, 131 and 135. 

E.F.M. Durbin, “Social Significance of the Theory of Value” 
{EJ. 1935). 

“Economic Calculus in a Planned Economy” (E./. 1936). 
“Note on Mr. Lerner’s Dynamical Propositions,” (E. J. 1937). 

H. D. Dickinson, “The Economic basis of Socialism” {Poli” 
tical Quarterly 1930). 

“Price formation in a Socialist Community {E, J„ 1930). 
'Freedom and Planning {Manchester School, Vol. IV. 1933). 
Economics of Socialism, (1939). 

M. Dobb, “Economic theory and Problems of Socialist 
Economic J’ {E. /. 1933). 

“Economic theory and Socialist Economic” (E, }. 1935). 
Political Economic and Capitalism (1937). 

R. L. Hall, The Economic System in a Socialist State, 1937. 
0 Lange, “Marxian Economics and Modern Economic 
Theory” {RES. 1935). 

“Mr. Lerner on Socialist Economics,” {RES. 1936-37). 

On the Economic Theory of Socialism” {RES. 1936-37). 

0. Lange and Taylor, F. M. -do^ (Minnepolis 1938). 
A. P. Lerner, “Economic Theory and Socialist Economy,” 
{RES. 1934-35). 

“A Rejoinder to Mr. Dobb,” {RES 1934-35). 

“A note on Socialist Economic,” {RES. 1936). 

“Statics and Dynamics in Socialist Economics,” {E. J. 1937). 

30 “Place of Marginal Economics in a Collectivist System,” 
{AER. 1936, Supplement). 

31 Discussion in Knight’s paper, op. cit, and Gourvitch, 
“Problem of Prices and Valuation in the Soviet System,” 

{AER. 1936, Supplement). 

32 Op. cit. 
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E. F. M. Durbin demonstrates the theoretical possibility 
of a pricing system in a socialist state. Planned economics 
according to him,'^*^ differs in no way from the laissez faire 
system that renders them less suited to solve the problems 
of economic calculus, the central problem of which is the 
allocation of resources. There is in planned economy a 
free market for consumption goods and for factors. Margi- 
nal costs can be used to guide the distribution of resources — 
a position which the Austrian Sceptics reject. Durbin 
holds, that the Cannanian and Pigovian solution by way of 
marginal products applies with equal force to laisscz faire 
or to the planned system. “All logical, theoretical and ac- 
companying problems,” observes Durbin,'^"' “are common to 
both types of system. It may be very difficult to calculate 
marginal products. But the technical difficulties are the 
same for capitalist and planned economics alike.” The 
movements of resources would have to be based upon 
estimated and not upon realized marginal products. He 
believes that at present the theory of value has been used as 
a part of the rationale of the institutions of individual enter- 
prise. “The theory of competitive equilibrium”, he re- 
marks, “can cover only a part of the economic field. Any 
end which cannot be atomised cannot be dealt with by such 
an economic analysis”. Such ends are common and cannot 
be brought within the scope and calculus of competition. 
“Where ends presuppose a social choice, the central organi- 
zation and control of economic life is essential.” 

Similar ideas are held by H. D. Dickinson.^^ “Pricing 
is independent of any particular organisation. Mises has 
confused the essence of the pricing process (the application 
of the pricing principle) with the particular form under 
which it is manifested in the capitalist economy (the market 
and private ownership of production goods)” Dickinson 

33 E. 1936, p. 676. 

3^ Ibid., p. 677. 

35 Ibid., p. 678. 

33 Social Significance of the theory of value, E. /. 1935 pp. 702. 

3*^ Economics of Socialism, p. 115. 
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accepts price as a measure of cost and writes^® “One funda- 
mental principle of economic equilibrium under the price 
system is that the selling price of every goods should equal 
its cost as imputed from the prices of other goods.” He 
once'^'^ firmly believed in the possibility of solving the 
problem of socialist pricing by a system of simultaneous 
equations by the central authority — an idea completely re- 
jected by the sceptics and even by Durbin and others — 
but later^^^ he is doubtful about its success. Dickinson’s 
latest suggestion is that of “Libertarian Socialism” or, as 
Hayek calls it/“ ‘Competitive Socialism.’ Since 0, Lange^^ 
also has an idea akin to Dickinson's 1 shall describe their 
views together. 

Dickinson and Lange refuse to allow prices to be deter- 
mined directly in the market. A central authority — called 
ihe Central Planning Board by Lange and Supreme Economic 
Council by Dickinson — is to fix the prices. By the use of 
statistically established demand and supply schedules and 
by a process of trial and error, the equilibrium price is to he 
determined by the authority i.e., the state of the market for 
a particular commodity would serve as an indication 
whether the prescribed prices are high or low. While the 
actual prices of consumer’s goods and wages may be fixed by 
the ordinary market processes, all other prices must be de- 
termined by the central authority, which from time to time 
issues “factor valuation tables” or prices of means of pro- 
duction which will form the basis of allocation of resources 
and all transactions. 

Similar to ‘competitive socialism’ is A. C. Neal’s idea 


Ibid., p. 72. 

Price formation in a Socialist Community, E. J. 1933. 
Economics of Socialism, p. 104. 

41 Ibid., p. 26. 

4‘- “Socialist Calculation — ^the Competitive Solution,” Econo- 
mica, May 1940. This article is an able, though unconvincing 
criticism of the idea. 

43 Lange and F. T. Taylor: On the Economic Theory of 
Socialism, 

F. 11 
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of ‘partial planning.’^^ He attempts to determine whether 
the general theory of value can be extended to cover “partial 
planning” and to discover whether rational distribution of 
resources and free choice to consumers are possible in an 
‘interventionist economy’ not completely planned. His con- 
clusion can best be stated in his own words."^^ “It remains 
to be demonstrated (1) whether the terms upon which alter- 
natives are offered for collective demands can be known in 
a socialist state, and (2) whether the terms upon which 
alternatives are offered can be known for collective demands 
in a semi-competitive capitalistic society. It is the conten- 
tion of this article that knowng the terms sufficiently well to 
meet the usual standards in economic analysis is palpably 
impossible in the latter case.” 

According to W. C. Roper, one of the early writers on 
this subject, the probem of pricing is purely economic one 
and absolutely fundamental. It must be dealt with by any 
collectivist economy which aims at a successfu economic 
existence. Some pricing apparatus is therefore necessary. 
In free or capitalist economy this need is met by money. 
Pricing directs production along economic lines and corrects 
maladjustments in the system.**^ Some money computation 
similar to that of capitalist economy will be a necessary 
condition for the success of any socialist attempt. “In so 
far as the Collectivist state maintains autonomy of its indus- 
tries and private enterprise,” observes Roper^^ “the pricing 
problem remains substantially that of capitalism, with mar- 
kets for factors of productions like those of the present 
society. In such a state there could be no question of 
abandoning a pricing process.” Discussing the principles 

'The ‘Planning Approach’ in Public Economy,” QJE, 
February, 1940. R. Musgrave in his article “The Voluntary Ex- 
change theory in Public Economy” {QJE, 1939), approaches the 
problem of collective activity though the theory of Public Finance, 
rejects the voluntary exchange theory and then proposes as a 
substitute the “partial planning approach.” 

45 Op. cU, p. 253. 

40 Op. city p. 9. 

47 Ibid., p. 18—21. 
lbid.y p. 22* 
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guiding pricing of the productive resources he writes^^ that 
the socialist pricing process is essentially the same as that of 
the present economy, and that this is not coincidence but 
must necessarily be so. He agrees with J. S. Mill’s dictum 
that the laws of production are unchangeable while those of 
distribution are alterable. ‘‘A socialist system may alter the 
distribution of wealth, but in its pricing policy which 
relates to production it must be guided by principles which 
are fundamentally the same as those of capitalist society”^*^ 
The costs of products may be computed according to the 
prices of the factors used, multiplied by the number of 
units required by each commodity. At this cost price, adds 
Roper, goods will be offered to consumers on the market, 
and their response will regulate further production, and 
prices will be allowed to vary so as to equate demand and 
supply. 

"The problems of collectivism” observes another econo- 
mist,^’^ ""are not problems of economic theory but political 
problems,” and the economic theorist as such has little or 
nothing to say about them. The collectivist economy, 
continues Prof. Knight, would necessarily economise resources 
in the use of satisfying wants; and this necessarily means 
that it would strive, consciously or unconsciously, so to 
allocate its resources among the difl'erent want-satisfying 
uses in accord with the principles of marginalism. ""For 
the principles of marginalism are the logical, mathematical 
and hence universal principles of economy, i.e., of maxi- 
mising the return from any resources, used in accord with 
any technique, to secure any form of return. If a 
socialist economy actually plans rationally for the future, 
capital accounting must be much more extensive and 
important than under individualism. Knight believes^^ that 
under conditions of free consumption and stationariness, in a 

Ibid,, p. 49; see pp. 32 — 4<8, also. 

Ibid,, p. 50. 

^>1 Ibid., p. 57. 

Knight, “Place of Marginal Economics in a Collectivist 
System.” A. E. R., 1936 Supplement, p. 255. 

53 Ibid, 

54 Ibid., pp. 259-60. 
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socialist state the prices of goods and services for direct 
consumption, would be fixed ‘‘on the short run marginalistic 
principle of maximum demand price for the given supply, 
taking individual tastes and incomes (purchasing power) 
also as given, exactly as in the individualistic competitive 
economy; and that the goods and services would also be 
apportioned among the people in exactly the same way. 
Differences between the socialistic and the enterprise eco- 
nomies would be restricted to the content of the three sets of 
data — supplies of goods, tastes and purchasing power and 
to the long run conditions controlling them.” 

These ideas have been asserted, criticised, modified and 
restated by the debaters. I do not propose here to evaluate 
any of them. There is, however, one aspect of the problem 
on which almost all these writers are agreed, but which few 
appear to have considered in all its aspects, viz,^ the role 
of cost of production in price determination under socialism. 
Durbin applying the English cost analysis assumes^"'^ that the 
factors and consumption goods must be sold for cost and 
that quantity is largely influenced by effective demand. He 
asserts that marginal costs — the term costs being used in its 
capitalistic sense of entrepreneur’s cost — guides distribution 
of resources. Dickinson also writes'^®: “One fundamental 
principle of economic equilibrium under the price system is 
that the selling price of every good should equal its cost as 
imputed from the prices of other goods.” “Costing is 
therefore linked naturally to the process of price deter- 
mination, according to scarcity and consumer’s pre- 
ferences”^" Von Hayek holds^^ a similar view of the rela- 
tion of cost to price. Roper writes^*® that a state sells 
products at a price covering their cost of production and this 
is not so much an assumption “as a consequence of the pro- 
position that the aim of the state is the maximisation of the 
satisfaction of its members. In general it is true that this 

1936, p. 679. 

Ecofiomics of Socialism, p. 72. 

57 Ibid, 

Collectivist Economic Planning, pp. 226 — 231, 

5® Op. cit., p. 27, 
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end is attained by equality of cost of production and sale 
price” Roper adds^^^ that the exceptions to this rule are of 
little practical importance for state action. 

It is this idea of cost determining price being a funda- 
mental principle that I shall examine in this paper. I shall 
point out that theoretically cost of production may be 
absolutely unimportant in determining prices in a planned 
economy and that practically even in our own economy, 
which Von Hayek calls ‘'interventionist chaos, the prices 
of certain goods and services supplied by the state are 
undetermined by their cost of production. The fundamental 
difference between capitalistic and socialistic pricing appears 
to me to lie in the importance of cost of production in the 
determination of value. 

In a capitalistic society the supply price has always a 
great influence on price fixing. It may be in some circums- 
tances the average cost, in others marginal cost; it may be 
the supply price of the optimum firm or of the marginal firm. 
Whichever it is, cost has an important bearing on normal 
price. No doubt, the influence of the nether blade of the 
pair of scissors varies with the element of time and the 
conditions of production.’^“ Thus under perfect competi- 
tion the supply price is all important in long period markets 
where there is a tendency towards constant returns and static 
conditions. Demand determines quantity, and cost of pro- 
duction, price. In the short period cost is of less importance 
but influences price equally with demand. Marginal costs 
in the case of decreasing returns and average costs in the 
case of increasing returns are important. In the case of 
temporary equilibrium, however, the supply price plays very 
little part. But this kind of market is not of much iheoreti- 

Ibid., p. 65. 

Collectivist Economic Planning, p. 24. “We are certainly 
as far from capitalism in its pure form,” writes Hayek ‘“'as we are 
from any system of central planning. The world of to-day is just 
interventionist chaos.” 

R. Opie, Marshall's Time Analysis,” E. J., 1931. Rosen- 
stein-Roden, “Role of Time in Economic Theory,” Economica, 
1934. Marshall, Principles of Economics, Bk. V. Chs. I — II, 
and V. 
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cal importance. Thus it is evident that in a completely 
competitive market, normal price is largely influenced by 
cost of production. 

The story is not very diflPerent under imperfect competi- 
tion.*’'^ Cost is no less influential in complete monopoly in a 
capitalist society. In does not of course directly determine 
the price. For price is fixed either by the monopolist 
allowing demand to determine the quantity or the quantity is 
fixed by him letting demand determine price. In both these 
cases, cost of production fixes the minimum price or the 
lower limit and it is the actual price that is settled by the 
monopolist or by demand. This is true both in the case of 
a true monopoly, i.e., where maximum revenue is aimed at 
and in the case of ‘‘Compromise benefit”*^^ where for public 
policy or similar reasons the monopolist either increases the 
quantity or reduces the price so that his revenue is less than 
the maximum, the price lower and the public benefit larger. 
But even in the latter case, the lower limit is fixed by cost 
and no monopolist will allow the price to come down to the 
level of his cost of production. 

There is however one circumstance where monopoly 
price is less than cost in a capitalist society viz», dumping.*^^ 
Dumping and discriminating monopoly^’^ may exist for 
various reasons may be of many kinds and assume manifold 
forms. But the fundamental fact remains that all these are 
only instruments for realising the maximum revenue. The 
loss in one market is more than made up in another. And 
even this loss is only temporary. The length of the period 
of dumping is immaterial since as soon as the competitor is 
ousted out or the market captured or demand created the 
monopolist raises prices and exploits the consumer. So 
long, however, as dumping exists, cost has little influence on 

See Chamberlain, op, cit., and Robinson, op, cit, 

Marshall, op, cit,, p. 4 ^ 8 . 

J. Viner, Dumping: A Problem in International Trade, 
1923 (University of Chicago press). Memorandum on Dumping 
(League of Nations II 69.) 

T. 0. Yutena: Influence of dumping on monopoly price 
(J. P. E. 1928). 

oopigou; Economics of Welfare, 
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price, but, this is essentially a temporary feature of the 
capitalistic world. As long as “the minimum loss and 
maximum profit” principle prevails prices under capitalism 
cannot be permanently less than the cost and will largely be 
influenced by it. 

In fact, in the case of joint supply, we clearly notice 
how the special cost of production of one of the joint 
products forms its minimum price and the joint cost is 
divided according to demand, so that tlie prices of all the 
joint products togetlier must be at least equal to their joint 
and special costs of production. 

It is thus clear that cost of production forms an integral 
part of price determination and that goods cannot under 
capitalism be sold permanently for less than cost. This is 
so because the cost to the individual producer or the unit is 
important, and the principle of private profit is the major 
incentive of all capitalist economy. 

In a socialist state, however, prices of goods and 
services may permanently be below cost and in fact, cost of 
production of one or more goods may have no influence on 
their prices. The supply price of any commodity or in any 
particular socialised industry is of little count. As 
Alexander Gourvitch puts it^' “Unlike a private individual 
a socialised enterprise may well be made to sell at low prices 
or buy at high ones, or both, irrespective of its cost and 
financial requirements.” For the aim of the state is not the 
maximisation of profit or even the minimisation of loss but 
essentially the maximisation of social benefit. ITiere is no 
reason why “the valuations which underlie the balancing of 
costs and satisfactions must be exclusively those of indi- 
viduals. This is the economic equivalent of the political 
atomism of the French Revolution; and it is everywhere 
being given up in practice. Why? because we have found 
by bitter experience that it has not produced an economic 
equilibrium. What is a genuine equilibrium? It is 
essentially a three-dimensional affair, in which time is of 
the essence. Society is at least as real as the individual of 

“The Problem of Prices and Valuation in the Soviet Sys- 
tem,” A, E. R, 19S6, Supplement^ p, 268. 
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Classical economics; and a true valuation of the future from 
the social point of view is by no means necessarily identical 
with the discounting of the future made by individuals acting 
under the pressure of a competitive market. The equilibrium 
produced under the latter conditions is specious, transitory 
and unstable; it is here to-day and gone to-morrow. We 
have no right to assume that the allocation of resources 
between present and prospective needs which results from a 
purely individualistic discounting of the future gives a 
result which is rational from the standpoint of society as a 
whole. To the capitalist enterpreneur the factory or the 
industry is the productive unit for purposes of cost calcula- 
tion; to the state society itself is the unit for calculating 
sacrifice and benefit. To the individual producer profits 
must be extracted from the consumer to be enjoyed and the 
producer and consumer are for purposes of price determina- 
tion different entities. In planned economy, the con- 
sumer and producer are the same and so the cost element 
as interpreted under individualism loses all significance in 
price determination. The socially most desirable output, 
in kind as in quantity, may be very different from that which 
is most profitable to the individual firm. '‘The arrangement 
of the scarce factors demanded by the social ends,” writes 
Durbin^'^ “may be in conflict with that required by individual 
ends .... the truth is that a theory of competition cannot 
be made into a theory of general productive equilibrium 
because it cannot treat certain important types of produc- 
tion at all. For certain types of production the whole eco- 
nomy is the unit.” 

Under socialism social cost in terms of social welfare 
becomes the criterion of price determination, social cnst is 
real cost but is not the aggregate of individual costs of pro- 
duction. It may be more or less — according to the reper- 
cussions of production on society. The divergence between 
social cost of production'® and individual or entrepreneur’s 

Prof. Orton’s remarks on Gourvitch’s paper {A. E. R., 
Si^pplement p. 287). 

E, 1935, p. 703. 

Vide Pigou : Economics of Welfare, Pt. II, Ch. 11. 
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cost as Knight puts it^^ is considerable and important. 
Undue use or wasteful or wrong use of factors of production, 
occupational diseases, industrial accidents, pollution of the 
air by smoke and fumes, the physical and moral degenera- 
tion of the race as a result of The conditions in factories and 
factory towns, the increase in crime and intoxication, poverty, 
misery — these ars some of the real or physical costs which 
society bears but not the private entrepreneur. Public 
expenditure on education, research, social services, public 
works, etc., are items forming part of social cost but not a part 
of the entrepreneur’s cost which includes only those heads 
for which he has to pay a price. These items are in the 
nature of social overhead costs.”“ '‘An economic system 
based on private enterprise can take but very imperfect 
account of the alternatives sacrificed and realised in produc- 
tion. Most important alternatives like life, security, and 
health of the workers are sacrificed without being accounted 
for as a cost of production. A socialist economy would be 
able to put all the alternatives into its economic accounting. 
Thus it would evaluate all the services rendered by produc- 
tion and take into account the costs of all the alternatives 
sacrificed; as a result it would be also able to convert its 
social overhead costs into prime costs.” 

The recovery of these costs may be made directly in 
the form of goods produced by the state — prices higher than 
their apparent cost of production in the capitalist sense. 
More often they are not charged in the price which may be 
lower than the prime cost itself, because it is society as a 
whole that must bear the cost and enjoy the benefit. It is, 
therefore, immaterial whether even the entrepreneurs’ or 
prime cost forms the price or not. By enjoying the goods 
at a low price society benefits and by paying taxes or a 
higher price for some other commodity society sacrifices. 
So price of any commodity in relation to its cost of produc- 
tion is a matter of indifference. 

“Some Fallacies in the Interpretation of Social Cost,” 
Q. J. 1924. 

*^2 Vide J. M. Clark, Studies in the Economies of Overhead 
Costs^ pl^397. 

F. 12 
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Such pricing below cost may be affected by various 
factors which do not exist in a capitalist society. The low 
level of f)rices as well as the apportionment of social 
resources and the function of planned prices is largely 
determined by the specific objectives of the plan rather than 
by the largely restricted or regulated, directed and regiment- 
ed consumers’ choice, much less by cost of production of the 
commodity. Further, the extent to which the price is lower 
than cost may differ in different goods. In discriminating 
monopoly differences in prices between different units of the 
same commodity in different markets are based on the nature 
of effective demand so as to maximise profits and sell the 
largest quantity at the highest price. But in charging 
different prices, the socialist state is guided by the nature of 
social want and need rather than effective demand. The type 
of article has also its influence on the price. Thus neces- 
saries and simple comforts may be sold for very much below 
the cost than luxuries. Likewise goods and services of 
national importance, e.g., transport service or water and 
gas may have a price much lower not only than cost but than 
other goods of less importance, although all these goods may 
be available for less than their cost. In other words, social 
want and welfare may determine both the quantity and the 
{irice of goods, without any reference to their supply price 
or even to the demand price. In fact, goods and services may 
be given to the people free if social welfare is so maximised. 
Thus, free compulsory education is made up of service, e.g., 
teachers, administrators, etc., and of goods such as furniture, 
buildings, books, etc., and it is given away to the people for 
no price and the cost does not determine the price. Other 
examples are medical relief, housing and social science 
schemes. All these though costing a great deal, are supplied 
by the state for nothing because the principle of social wel- 
fare, rather than of cost of production or maximising profit 
rules in a socialistic state. Often a nominal price may be 
fixed. Such free services and goods or even at a nominal 
price are impossible in a purely capitalistic state because 
the cost of production largely determines the price. 

In fact, in the U.S.S.R. some goods are sold below cost. 
‘‘While, however, the guiding principle is that of having 
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prices assessed at cost plus, there may be and there have been 
indeed substantial departures from it. Goods may be and 
have been sold below cost, or else at a price exceeding costs 
by a much larger margin than the average profit rate; and 
cost reduction has not been necessarily in every case passed 
on in full in the shape of reduced prices, c.g,, in the 
case of fuels and metals and such other basic materials. 

Such permanent sale below cost may relate to all goods 
and services or to some only. The loss resulting from the 
cost being higher than the price is only apparent since it is 
the community as a whole which is both the producer and the 
consumer, unlike in an individualist state where the two are 
different. However, even this apparent loss is made up. 
If only some goods are sold below cost, the profits resulting 
from other socialised industries makes up the difference. 
These profits relate to those undertakings in which there is 
no monopoly element. The state is in the same position as 
any other competitor and its gains are pure profits. There 
is also the income to the state from its monopolies. Further, 
even if all goods are sold below cost, taxes will make up the 
loss. In fact this is the practice in Russia^^ “An outstand- 
ing characlorislic of Soviet finance has been the diverting of 
earnings from the more profitable industries or enterprises 
into such others as are immediately less or not all profit- 
able but have been planned to be furthered, nevetheless, as 
a matter of policy.” Revenues from taxes levied on indi- 
viduals, on whatever is left of private enterprise, and on 
socialised enterprises, from subscription to government 
loans, and from statutory deductions into the budget from 
the profits of government owned enterprises have been 
applied to finance, activities that are not or not sufficiently 
self-financing to cover losses, to supplement profits, and 
to supply funds for capital investment.”''"^ It is this 
revenue and the fact that social welfare and not profits from 
undertakings is the aim and that the state is one unit for 


Gourvitcli, Op. cit., A. E. R. 1936, Supplement, p, 268, 
Ibid., 

[bid., page 269. 
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purposes of production and consumption, that largely 
account for (1) the theoretical possibility of goods being 
sold permanently at less than their cost and (2) the negligible 
influence of cost of production on value. 

This tendency in the socialist state is only an inter- 
pretation of what Marshall calls"^^ "The doctrine of maximum 
satisfaction” — an interpretation different from that given by 
the Classical economists. According to Bastiat ""a position 
of (stable) equilibrium of demand and supply is a position 
also of maximum satisfaction.” The equilibrium is settled 
under competitive conditions by the supply and demand 
factors. This idea was the basis of the Classical doctrine 
and of individualism that the free pursuit by each individual 
of his own immediate interest will lead producers to turn 
their capital and labour, and consumers to turn their 
expenditure into such courses as are most conducive to the 
general interests : How this idea is modified by differences 
in wealth and in cases of increasing returns and specially 
of multiple equilibria is clearly pointed out by Marshall. 
What is important to us is the broader or socialistic inter- 
pretation of this doctrine of how production beyond the 
point of equilibrium and how sale below cost of production 
increase satisfaction. It is this interpretation of the doctrine 
that underlies pricing in socialistic states especially with 
regard to production under state control. 

A final question arises: How far can the state anti- 
cipate and satisfy social needs and thus adjust social cost 
to the prices of individual commodities? It is hardly 
necessary to emphasise that the present system is admitted 
by its supporters^^ as one in which perfect pricing is an 
ideal rather than a fact, in which maladjustments of consider- 
able extent are a matter of considerable experience and that 
this is due to the limitations of human abilities. Even the 
ablest entrepreneur has his limitations. Further, ""It is not 
economic preferences as such which determine the course of 
competitive enterprise but only those ranges of preferences 

76 Principles of Economics, Bk. V, Ch. 13. 

77 Ibid., pp. 471-472. 

7^^ E. g., Roper, op. cit., p. 60, 
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which have survived some precious or more fundamental 
process of social selection. Without a detailed insight into 
the methods and principles of this selection, we can con- 
struct no true theory of production and exchange. It is 
this insight that planned economy attempts to get and it is 
these human limitations that stand in its way also. The 
state attempts to compare social cost and social benefit so as 
to lower the price and increase the quantity that yield maxi- 
mum social welfare. And the success is entirely dependent 
on the ability of the state to measure social cost and 
benefit.^'^ 

Thus we might conclude that under capitalism the sup- 
ply price plays a very important part in price fixing, its 
influence varying with the kind of market and the degree of 
competition. Of the three types of conditions viz. perfect 
competition, imperfect or monopolistic competition and 
monopoly, cost is most important in the first and fixes the 
minimum in the third. In the second type, it plays an 
important, though less prominent role than under perfect 
competition. But in no circumstance can a producer sell 
permanently below his supply price. Under socialism, 
however, perfect competition does not exist. The other two 
types, viz., imperfect competition and monopoly may well 
prevail, the latter being more in evidence, and the principles 
underlying price determination are the same in the capita- 
list and socialist societies, excepting in so far as the broader 
interpretation of cost, viz., social cost, might be considered 
in the latter. Under the system of planned prices, produc- 
tion and distribution motivated by social welfare, entrepre- 
neur’s cost, i.e., the supply price in each industry and for 
each type of goods may have littte influence on price, and, 
in fact, as in some cases in the U.S.S.R. and in the case of 
social services, goods may be sold permanently below their 
cost. Such a characteristic feature of socialist pricing can 
theoretically be universal. 

Durbin, op. ciL, E. J. 1935, p. 707, 

See in this connection, 0. Lange: On the Economic Theory 
of Socialism, Pt. 1, Section 3 and 4, dealing with the trial and 
error procedure in a socialist economy. {Review of Economic 
Studies, 1936-37 pp. 60—71) 
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The approach to the problem of pricing suggested in 
this paper has been neglected so far, because we have for- 
gotten the fact that all economic theories are ‘^‘expressions of 
the economic dynamics of the representative periods.” The 
capitalist theory of pricing is restricted to a particular envi- 
ronment and is based upon certain social institutions and 
ideals. As K. H. Nie%l remarks^^ “In attempting to 
construct a theory of value, we must transcend the limited 
boundaries of a particular social group, f.e., we must go 
beyond the point of view which derives from a particular 
function within the whole socio-economic process, if we are 
able to explain particular economic events on the basis of 
the movement and interdependence of the social process as a 
whole .... As soon as a theory of value of a dominant 
group has succeeded in becoming predominant, it tends to 
become static .... If the theory of value of a preceding 
period is consciously or subconsciously employed in the 
analysis of the succeeding reality, such coincidence will 
prove impossible, and if nevertheless taking place, can be 
described as a statistical accident.” We might conclude 
with Niebyl’s observation^^ “First, an adequate theory of 
value should contain the concept of organic change; second- 
ly, it should i;est upon the realisation that the processes ob- 
served represent interdependent human actions and that the 
very statement of a theory of value is in itself an action; 
thirdly, such organic change is identical with qualitative 
change.” 


SUMMARY. 

[This paper suggests that the real starling point of all recent 
discussions of the problesn of socialist pricing is the development 
of the imperfect competition theory of value, though the theory 
and practice of planned economy have given it a practical bias. 
The solutions offered by the ^‘Austrian Skeptics” of the Mises 
School and by he “Believers” of the Dickinson school are discussed. 

“The Need for a Concept of Value in Economic Theory,” 
Q. /. February, 1940; pp. 210 — 12. 

Ibid, p. 216. 
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The views of Dickinson, Lange, Durbin, Roper, Knight and others 
are reviewed. 

It is pointed out that neither school has recognised the pecu- 
liarity of cost in socialist pricing, viz,^ while entrepreneur’s cost 
of production is an essential factor in price determination in a capi- 
talist society, in planned economy it may have; no influence on 
value. 

The role of cost in a capitalist slate is briefly pointed out. 
Under Socialism, since social welfare and not individual profit is 
important, entrepreneur’s cost is of no importance. It is social 
cost that matters. Social cost differs materially from entrepreneur’s 
cost. Since the whole society is the unit for purposes of social 
Ixncfil and socii'ty is both the producer and the consumer, equalisa- 
tion of cost and price as in an individualist economy is of little 
account under socialism. Illustrations are given from Russia and 
from other societies of the “interventionist chaos” type to support 
tile contention. 

The extent to which price will be below cost depends on vari- 
ous factors viz. ihei objective of the plan, the nature of social wants, 
the type of goods and services, etc. How the apparent “loss” is 
made up is discussed. 

This tendency under socialism is interpreted in the paper as 
an extension of the Marshallian doctrine of maximum satisfaction. 

The extent to which the social needs could be anticipated and 
production and prices adjusted depends on the ability of the plan- 
ning authority, but the jiroblem is not more difficult, — perhaps it 
is easier, than under capitalism. Thus two conclusions are drawn 
viz.^ the ncigligible influence of entrepreneur’s cost of production 
on value and the theoretical jiossibility of goods being sold per- 
manciiitly below their cost. 

This approach to the problem has been overlooked so far 
because the capitalist theory of pricing is static and we have for- 
gotten that all economic theories are expression of the economic 
dynamics of the representative periods and that we must transcend 
this limitation.] 
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‘‘Principle of Pricing will remain unchanged even where 
the stale is owner and director of means of production.” 

‘Tt is untrue that free competition is a theoretically 
necessary condilion for giving effect to the principle of 
cost.” 

Gustav Cassel: The Theory of Social Economy, 

“A socialist community would know exactly — or it 
would imagine it knew — what it wanted to produce. It 
ought, therelore, to set about obtaining the desired results 
with the smallest possible expenditure. But to do this it 
would have to be able to make calculations of value. They 
could not be merely technical; they could not be calculations 
of the objective use values of goods and sei*vices. This is 
so obvious that it needs no further demonstration.” 

Von Mises: Socialism, 
A Sjjeculation of Practical Importance 

In what manner value will emerge and operate in a 
socialistic economy, is a question of considerable theoretical 
and practical importance. Theories of value that are known 
to us are forms of generalisation based on past or present 
experience. They are mainly analytical. As the working 
of a socialitsic economy is as yet neither wide-spread nor 
long-lived, one can theorise about value in a socialistic state 
only in a more or less speculative fashion. It is an essay in 
projecting the known into the unknown. The effort, how- 
ever, is bound to be helpful in perfecting our knowledge 
about value. 

The practical urge towards defining the operation of 
value in a socialistic economy is even greater than the theo- 
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retical one. A substantial socialisation of the means of pro- 
duction is no longer a distant ideal or a cherished or dreaded 
(according to one’s stand-point) dream but a quickly unfold- 
ing phenomenon. Wars and depressions have proved even 
more potent than socialist propaganda. A study of the 
probable behaviour of the basic economic factors in a 
socialistic slate is no more than timely at the present moment. 

As the extracts given at the head of this paper would 
show, eminent economists are inclined to take the most 
divergent views on the subject. While for Cassel no special 
problem of pricing exists in a socialist economy, as distin- 
guished from a free or capitalist economy, for Von Mises 
every step away from the private ownership of the means of 
production is a step away from rational economy. Faced 
with such a sharp conflict of opinion, we can only proceed 
from known fundamentals to probable, hitherto unknown, 
situations. 

Nature and Function of Value 

Value is the ratio of our marginal preferences for the 
goods. Non-economic preferences that is likes and dislikes 
which do not result in a balancing of satisfaction earned and 
cost or disutility incurred, are not correlated by a value 
ratio. It follows, also, that likes and dislikes for objects 
that are not economic goods, either because they are inacces- 
sible or because they are abundant, do not form the subject- 
matter of economic valuation. 

As value is a ratio of our marginal preferences, it serves 
a very vital purpose as governor and guide of all economic 
activity. Given the means, a consumer tends to spend them 
in such a way as to equate marginal satisfactions from all 
his expenditures. By having to pay more for what satis- 
fies him more, and by being called upon to pay less for what 
satisfies him less, the most economical disposal of the con- 
sumer’s resources is promoted. On the other hand, the sup- 
plier finding it more advantageous to supply that which is 
in greater demand, in preference to that which is less, has 
a ready index to guide his activity. A balance between 
total outlay and total satisfaction, both collective and indivi- 
F 13 
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dual, is thus induced by the operation of value judgments on 
the part of consumers and producers. 

There is another, more indirect but not less vital, func- 
tion that value has to perform. Given the consumers’ 
resources, their demands and the latter’s influence on value, 
a producer can resort to that method of production which is 
most economical with reference to a given prices level. The 
prices of factors of production, judged in the light of their 
productivity and the anticipated valuations of their products 
at the hands of the consumers, are a helpful guide to pro- 
ducers. What factor should be used at the rnagrin in pre- 
ference to another, is decided by the ratio of costs to be incur- 
red for their acquisition and the additional price to be 
realised by the sale of the products. The correlation bet- 
ween several sets ol anticipated ])rices and costs hellos, from 
the producers’ and the community’s stand-point, in the most 
economical use of all available resources. 

Value in a Free or Capitalistic Economy 

In respect of the technical importance of capital, as 
compared with other factors of production, all civilised 
society is capitalistic. But the social domination of capital 
arises out of private ownership. Even communistic society 
is, in a sense, capitalistic if it uses capital on a large scale. 
It is, therefore, better to contrast unregulated or imlividual- 
istic against controlled and socialistic economy. By long 
usage, however, the former has come to be described as the 
capitalistic economy. 

In capitalistic economy supply is adjusted to demand 
through price. Any disequilibrium is corrected by the re- 
action of profits on supply. Hence there is a general ten- 
dency towards an equilibrium between prices on the one 
hand and the relevant effective demands and available sup- 
plies on the other. Prices indicate the ratios of marginal 
preferences, therefore are mutually dependent and no one 
preference can stand alone without affecting or being affect- 
ed by other preferences. 

Given the tastes and earnings of people, it is true to say 
of a capitalist economy that for all articles and services that 
are exchanged on a market, such a price tends to establish 
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itself as equates the effective demand to the available supply. 
The services even of the factors of production are not free 
from this ‘Law’ of general equilibrium. Given the stale of 
technological progress, such a level of earnings tends to 
establish itself in respect of each factor as tends to equalise 
the supply of that factor with the demand for the same. 
Not only the satisfactions of consumers but the employment 
of productive factors is thus regulated by one and the same 
principle, that of value. 

In regard to this general principle of value in a capital- 
istic economy, two things must be specially noted in the 
present context. The statement of a tendency towards a 
general equilibrium assumes the existence of a competitive 
market. To the extent to which non-competitive markets are 
a feature of capitalistic economy, deviations from an equili- 
brium among prices, supplies and demands become a normal 
and not an exceptional feature of the economy. In the 
second place, the factor market is so much influenced by the 
institutional life of the community that the influence of prices 
in the direction of securing a most economical adjustment 
between demand and supply is far from assured. Except 
within the narrov/ sphere of marginal substitution, the supply, 
productivity and utilisation of factors are matters for which 
dependable calculations cannot be easily made. Not only 
the supply of workers, but to some extent of all factors of 
production is highly institutionalised, and to that extent 
partially withdrawn from the sphere of economic calculation 
and employment. 

What is a Socialistic State"? 

The element of the unknown with regard to the form 
and significance of value in a socialistic state begins to assert 
itself from the very outset. What is a Socialistic State Is 
complete abolition of private possession, of free choice or of 
money a necessary feature of socialist economy ^ In some 
of the Utopian or purely idealistic schemes of social re- 
formers a complete socialisation of wealth and its distribu- 
tion according to some common plan has been thought of. 
It is, to say the least, doubtful whether even such a com- 
munistic society may not be required to use some tokens of 
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account which would correspond to money. It is, however, 
more important to note that a community can be socialistic 
without the complete abolition of private property, free 
choice and money. 

A community which allowed the possession of wealth 
but disallowed its use for production would justly be called 
socialistic, though not communistic. It is equally true that 
a socialistic community without the sacrifice of any essential 
principle may allow perfect freedom of demand to the con- 
sumer. It must be recognised that faced with a single 
supplier of all goods the actual freedom of demand enjoyed 
by consumers will be liable to a serious restriction. Such a 
restriction is, however, likely to arise more out of the non- 
economic than the economic objectives of the supplier. 
Economically, the existence of a socialistic state is com- 
patible with the toleration of free demand. 

What applies to demand is equally true of employment 
of labour. While all means of production must necessarily 
be collectivised in a socialistic state, the special position of 
labour has to be recognised. Labour is not only, and, at any 
rate in a socialistic society not primarily, a factor of pro- 
duction. The human members of a community exist for 
realising a certain standard of collective and individual life. 
Having to contribute their personal labour for the creation 
of the means of such life is mostly a subsidiary activity. 
With a view to preserve the non economic values of the com 
munity, freedom of employment may be conferred on its 
members by a socialist state. 

Whenever employment is free it becomes economically 
necessary to adjust the supply of each kind of labour to the 
demand for the same. Such non-economic means as propa- 
ganda or training might be followed to gain the economic 
balance between the various types of services and the need 
for their employment. On the other hand, it is conceivable, 
and in fact very probable, that a socialistic state will find it 
necessary to rely on remuneration or pricing of services as 
a method of stimulating or retarding their supplies. 

As has been observed abov’^, even a purely communis- 
tic society will, in all probability, feel called upon to cons- 
titute some tokens of calculation. The use of such tokens 
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will become all the more unavoidable, as the elements of 
free possession, free demand and free employment are to 
any extent tolerated. In fact, in an important measure such 
an economy would necessarily be an exchange economy, ^n 
which the problem of value tend to rise very much in the 
same way as in the capitalist economy more intimately known 
to us. 

It will thus be seen that the only essential feature of 
a socialistic economy is the denial to all but the state of the 
possession and direction of the means of production. Any 
concession made to private parties on the score of the produc- 
tive use of their possessions would detract from the socialistic 
character of an economy. But an economy may justifiably 
claim to be socialistic while yet tolerating free possession, 
free demand, free employment and a more or less unrestric- 
ted use of money. A socialistic is necessarily a collective, 
but not unavoidably, a communistic state. 

Collective Goods 

All goods are collectively produced both in a socialistic 
and a communistic state. But while in the former some 
goods at any rale may be freely, i.e., competitively or in- 
dividualistically, consumed, in the latter none are left to be 
so consumed by the members of the community. The state 
prepares the demand schedules of all its members and pro- 
ceeds to supply these in the manner that it considers most 
economical. 

In the absence of free exchange the most economical 
production has to be objectively or technically determined. 
Here comparable limits of calculation, such as money equi- 
valents for prices and costs, are indeed absent. But this is 
not to say that there is no check on the errors of technical 
or positive calculations. A perfectly communistic economy 
would be no better and no worse in respect of economy of 
production, distribution and consumption, than a family or 
clan is. The scale would be immensely greater, but the 
principle of adjustment between effort and satisfaction would 
be the same. And the principle would be a very rational 
principle, though it may not be reducible to any comparable 
units of measurement, e.g., money. 
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The securing of equi-marginal returns for all the out- 
lays of the community’s resources would be this principle. 
If after a certain disposal ol productive resources, the con- 
tollers of social economy feel that the saitsfactions that they 
have foregone in one direction are not sufficienlly balanced 
by satisfactions earned in another, there would be cause to 
readjust the disposal of factors. This process of re-adjust- 
ment among alternative uses of scarce means would go on 
till the state of equi-marginal satisfaction is reached. Like 
the general equilibrium in capitalistic economy this stage may 
in lad be never realised. But it would still continue to be 
the norm to which all economic activity of the community 
tends to gravitate. This would be rational enough. 

Even a purely communistic economy may thus attain 
the purposes of economic life. But this would happen with- 
out the emergence of the problem of exchange value. A 
communistic society may value some things more than others, 
and may, therefore, be prepared to incur greater cost for 
acquiring the former. Value in the sense of a scale of pre- 
ferences will certainly exist in a communistic society and 
will guide economic activity, both in consumption and pro- 
duction. Value, however, as a ratio of individual prefer- 
ences cannot obtain under communism, as there is no free 
exchange ol goods or services. Society like a great family 
will continue to organize its economic activity on the basis 
of a direct knowledge of sanctioned wants, available resour- 
ces and alternative methods of utilising them. 

To the extent to which a socialistic community provides 
for collective consumption, production being in any case 
collective, the problem of securing equimarginal satisfactions 
would be tackled institutionally, e.g., without the interference 
of pricing, which is a concommitant of an exchange eco- 
nomy. The selection as between one method of producing 
a given supply and another will, in this context, have to be 
made in the same way as under communism. Technical 
estimates and comparisons will have to be made. Where the 
resources are not directly comparable either quantitatively 
or qualitatively, the test of efficiency will be supplied by the 
resulting total satisfaction yielded by all productive acts. 
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A factor spent more in one act is so much withdrawn 
from another. An additional satisfaction is pitted against 
a foregone satisfaction. If the total disposal of factors 
produces a sense of maximum satisfaction under all head- 
ings — a slate of equi-rnarginal satisfactions — the purposes 
of economical production are served. To the extent to 
whicli a feeling of frustration emerges on account of an 
‘’uneconomic’ diversion of a given factor the same can be 
corrected by a fresh distribution of resources. Not by 
knowledge gathered through price, but by information of 
satisfactions directly known, the most economical method of 
])roducing collectively consumed goods can be developed in 
a socialistic economy. 

Free Goods 

In a socialistic economy all goods need not be collec- 
tively consumed. In fact, there will be a tendency to main- 
tain on the unrestricted fist open to individual buyers quite 
a good number of articles or services. The division between 
collective and individual consumption will not necessarily 
follow the line dividing necessaries and luxuries. So far as 
demand is free prices will tend to conform to the v/ell-known 
principdes of monopoly value. In outlining the behaviour 
of value in this field tlie influence produced on prices by the 
currency policy of the slate is kept out of account. Whether 
a socialistic state may have the same objectives and methods 
of currency management as a capitalistic economy, is a 
separate topic of discussion. In the present connection we 
assume that currency management is neutral as a force con- 
trolling price variations. 

In a socialistic economy supply is at once joint and 
monopolistic. In so far as the supply is monopolistic, prices 
will tend to wipe out a large part of consumers’ surplus. 
In so far as merely economic possibilities are concerned not 
only would consumers’ surplus lend to dwindle, but its posi- 
tion as a joint supplier will strengthen the hands of the slate 
in any economic discrimination that it may desire to pursue. 
Discrimination and hard bargaining may in fact be not in- 
dulged in, but this would depend on what social policy the 
state desires to follow. Prices in a socialistic economy are 



464 


D. G. KARVE 


liable to be very greatly influenced by the social policy of 
the state. Hence anybody interested in promoting the best 
economisation of the community’s resources in a socialistic 
economy must assure himself that the controllers of social 
policy are not only wise but are also communally minded. 

In a capitalistic economy a monopolist fixes prices with 
reference to the prospect of maximum profit. Profit in the 
crude sense of a private earning secured by manipulating 
supply will indeed be absent in a socialistic economy. It 
does not, however, follow that the state will itself not try to 
create as big a surplus for itself as possible, may be for 
quite laudable ends. These ends being given, all socialistic 
economy will be run in a way calculated to secure the utmost 
satisfaction of these ends with the minimum effort. Pricing 
in any particular market is likely to be influenced by its 
bearing on the maximum collective welfare. 

The element of joint supply in a socialistic economy 
indicates another possible tendency. Prices of several 
articles, freely dealt in, will in a measure depend on the 
relative elasticities of demand for the same. Things for 
which the demand is comparatively inelastic will tend to 
have higher prices than others. The community, if it is in- 
terested in creating, by a process of indirect taxation, a sur- 
plus for its collective needs, may therefore find it advantag- 
eous to put up prices of articles with an inelastic demand, 
i.e., mostly of necessaries of life. The position would be 
analogous to the taxation of commodities in a capitalist 
state, specially to the case of a revenue monopoly. As more 
direct methods of meeting its collective needs are available 
to a socialistic state the practical extent of the revenue ele- 
ment in its pricing policy may be small. It, however, re- 
mains a possibility. 

Supply in a socialist state being single-handed, it follows 
that the supplier, qua supplier, in this case the state, can 
control either quantity or price but not both. In either case, 
however, the essential function of value as a guide to eco- 
nomy would be satisfactorily served. Consumers would 
have a means to express their relative degrees of demands 
in the form of offers of purchase. The supplier will have 
to adjust himself to those offers. If prices are fixed by the 
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state in the first instance their bearing on the state of con- 
sumers’ demands will be indicated by the condition of stocks. 
At the given prices demand might either coincide with or 
exceed or fall short of supply. Accordingly, there would be 
a case for maintaining, checking or accelerating production. 
As the fixing of prices will have to be done for fixed periods 
and for categories of goods,- the spontaneity and perfection 
of the adjustments between supply and demand will be only 
partially realised. 

If the state were only to anticipate demand and leave 
prices to be fixed by reference to the relative intensity of 
consumers’ preferences, such a level of prices will tend to 
establish itself as will be suitable to the marketing of the 
whole available supply. Prices realised for the various 
articles may or may not coincide with the state’s version of 
the prime and supplementary costs of production in each 
case. The only prime cost in a socialistic economy would 
be the payment of wages. Wages would no doubt tend to 
relative equality on account of a more regulated supply of 
labour, an equality of opportunities and possibly on account 
ipf a lack of a competitive demand for labour. But still 
relative efficiency will continue to be an important factor 
making for differences in wages. 

Wages will be calculated and paid in some form of 
money, in which also prices will be expressed and realised. 
How is the state, however, to proceed in finding a money 
equivalent for its supplementary costs, which would include 
an allowance for the use of capital and for the general or- 
ganization of the state? As for the latter an approximate 
calculation is possible on the basis of wages paid to adminis- 
trative employees. But how are capital costs to be calculat- 
ed and allowed for either in fixing prices in state stores or 
in comparing the realised prices with the outlay in produc- 
tion? 

Capital Goods 

By very definition, there is no free market for capital 
goods, hence for those there can be no market prices to help 
the controls in their calculations of costs. Short of a mere 
hit or miss — what Von Mises would less euphemistically call 
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irrational — allowance in money, based perhaps on technical 
calculations, two features are available lor the guidance of 
the main conitoL Wages of labour being given as a freely 
determined price, it is always possible to work out the sub- 
stitution rate of a capital good and a unit of labour. If it 
costs A to employ a unit of labour and it is a point of in- 
difference to productive ellicieucy whether X labour or Y 
capital ( n)j)ioyed tlie price equivalent for Y is the same as 
the wage of X. By its direct experience of the various 
methods of ))rovluction the control can work out the compara- 
tive costs both f)hysical and monetary. So long as at least 
one factor of prdouction, viz., labour has an exchange 
market there need be no insuperable difficulty in the way of 
w(ukiRg out even monetary costs of ca])ital goods. 

h\ another way also it is possible to work out by no 
means an unsci viceabie schedule of capital costs. The value 
of capital goods is derived from that of consumers' goods. 
If ihe j)rices of the latter are known, as they would be if the 
state experimented with differing quantities of supply, some 
indication of the relative importance of capital goods as 
com|)ared Vv^ith the j)rice of labour that has gone into the pro-^ 
duction of that supjdy would be secured. In declaring their 
preferences for hnished goods consumers would indirectly 
be declaring llieir preferences for the services of productive 
agents. Out of these last the pricing of labour services is 
an independent phenomenon. Hence the total cost of all 
capital services could be woiked out as a check on calcula- 
tions arrived at in detail by reference to the points of substi- 
tution with labour indicated above. 

It will thus 1)0 seen that not only by the development of 
an irrational instinct, but also by the rational development 
of a leebnique of working out virtual money costs it is 
possible to regulate production by reference to demand, in 
so far as the demand is free. A necessary condition would, 
however, be the existence of a free labour market. If this 
last does not obtain the society would be for the most part 
communistic. Economy would be guided more by institu- 
tional controls and less by the indications of freely express- 
ed demands of consumers. This, however, need not be 
true of every socialistic economy. 
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Economic Production 

Inasmuch as a socialistic economy can by any or all of 
the means above indicalecl bring about the disposal of avail- 
able means to i)roduce the maximum satisf action of private 
and collective needs the elementary problem of economical 
production would in a way be solved. But, it may be asked, 
what guarantee is there of this way proving the most econo- 
mical way? Under a competitive economy llie profit motive 
leads ]}roducers to experiment with more and more economi- 
cal methods ol production. The ujge to profit is the urge 
to discovery and enterprise. With the abolition of free 
j)roduction, discovery and enterprist* would both vanish. 
IVoduction would lend to be stagnant and, therefore, less 
economical than what it v\a)uld have been in a private 
economy. 

This argument has only an indirect bearing on the 
problem of value in a socialistic economy. In so far as 
money costs of differing methods of capital utilisation can 
he w^orked out, as |)er mi'thods discussed above, the institu- 
tional machinery to com])are the costliness of different 
methods of production would not be lacking. In this regard 
a direct comparison of tt*chnical (‘osts would also be not 
allogetlier iinjjossible. If, however, valuation under a 
socialistic economy by its supremely monopolistic character 
wen* to (li.s(X)urage technical or organisational progress it 
would certainly be uneconomical in the long run. 

Tlune is, howtwtm, no reason to suppose that such a 
stagnant and toneless stage would be reached. For one thing 
even as a monopolist the state would be interested in reduc- 
ing costs with a view to maximise its surplus. If the state 
organises re.search departments to keep a constant watch on 
the economy, to suggest and plan improvements, the tone of 
the economic system would no doubt be maintained on a 
high level. If it is felt that the element of competition adds 
to the spread and efficiency of productive reform, units of 
effective production and research may be placed in some 
type of (‘ornpefitive relationship with one another. Either 
by offering the inducement of high earnings or by other non- 
economical slirmilii the process of technological and organi- 
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sational improvement may be maintained at a steady pace. 
From a purely theoretical standpoint there is no reason to 
fear that with the abolition of profit technical impovement 
would necessarily slow down. 

The Ideal and the Real 

As an idea, (not necessarily as an ideal), the formula- 
tion, expression and functioning of value would be institu- 
tionally possible under socialism. The best interests of 
consumption, distribution and production of wealth would be 
served by the process of pricing in a socialistic no less than 
in a capitalistic economy. This happy state of things is 
conceivable. Is it probable? Much would depend on the 
wisdom and public spirit of the controllers of national 
economy. The efliciency of administrative organisation and 
the intelligent cooperation of workers of all description would 
also be indispensable. Given an intelligent, progressive and 
patriotic people, the efficient working of a socialistic eco- 
nomy would be easily assured. Given these things, the just 
and efficient working of any economy, even of the existing 
one, would be a fair prospect. The expanding scope of 
collectivisation in the existing capitalist structure is an 
expression of this truth. Unless more is known of the prac- 
tical success of the Russian economy it is not possible to 
say whether conditions necessary for the success of a social- 
istic economy obtain in that country. Whatever other faults 
one may find with socialism, it is not a tenable charge against 
it to say that ‘economic’ activity in our sense of the word — 
i.e., rational activity — would be impossible under socialism. 

On one point a word in conclusion should be added. 
It is often claimed for socialism that under its dispensation 
social need and not effective demand will guide production. 
This will be true only for collective goods and that also 
under the supposition that the economic control is thoroughly 
disinterested. With regard to the freely (i.e., without pro- 
vision through a state department of expenditure) supplied 
goods the market demand would still be the demand backed 
by purchasing power. In the interest of efficiency and 
justice differences in earnings will have to be tolerated in a 
socialistic state. With the exception then of the socially 
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disbursed services which may perhaps cover a wider list of 
wants in a socialistic than in a capitalist slate, the nature of 
demand and its influence on value remain unchanged under 
socialism. 


SUMMARY 

[Complete socialisation of economic life would make a society 
communistic. Collectivisation of the means of production would, 
however, suflice to make a community socialistic, as distinguished 
both from capitalistic and communistic societies. (Communistic 
economy would be similar to family or clan economy. The scale 
would be immensely greater, hut the economic principle would he 
the same. A communistic society would attain the purposes of 
economic life without the emergence of exchange value. To the 
extent to which a socialistic economy provides for collective con- 
sumption the problem of securing equimarginal satisfactions would 
be tackled without the inlerference of pricing, which is a coiicorn- 
inilant of an exchange economy. A socialistic community may, 
however, provide for quite a considerabh'. list of freely consumed 
goods. In this held prices will be regulated by the familiar laws 
of monopoly value. The social policy pursued by the socialistic 
state will be reflected in its behaviour as a monopolist supplier. 
The socialistic stale may, as a supplier, control eitluT price or 
supply, but not both. If it undertakes to hx prices the adjust- 
ment between demand and supply can he only imperfectly realised. 
If prices are left to be determined by demand an equilibrium price 
will tend to t.stablish itself. In both cases it is necessary that the 
state should bt: in a position to ascertain its costs of production. 
Costs will be made up of wages and the yjrice or compensation for 
capital goods. The former will he easily ascertained by reference to 
the actual rales of wages, which arc as free in a socialistic economy 
as any prices are likely lo be. For capital goods market 
prices are not available. Wages of labour being given, it is, 
however, possible to work out the substitution rate of a capital 
good. So long as at least one factor of production, viz., labour, 
has an exchange market there need he no insuperable difficulty in 
working out monetary costs of capital goods. A check on these 
calculations is supplied })y deducting the wages of labour from the 
total price realised for the freely traded goods. A mechanism that 
would enable directors to work out monetarv costs of alternative 
methods of production would also help in the selection of the most 
economical one.] 
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Socialist Economy 

In this paper, the socialist economy is considered to be 
diat ideal condition of society in which every department of 
industry is in the hands of the State ^Vorking without fric- 
tion and with enormous economy, and compelled to give to 
the public the full benefit of that economy.”^ Each indi- 
vidual is free to choose, subject to the limitations of his 
income, any or all of tlie (a')mmodities that the state produces 
for the consumers. Money would be necessary as a medium 
of exchange, to determine the ratios of equivalence between 
the various services and between various products, and to 
maintain the accounts of industrial activity. This system 
is akin to a slate of monopoly, where every material means 
of production is in the hands of a single authority and 
further that this authority decides not to make use of its 
monopolistic power to restrict production so as to raise the 
price of its services artificially, but to work each of these 
means to the full extent it could be profitably worked, “ for 
the benefit of the consumers. 

Economic elf are 

The benefit to the consumers by the production and 
sale of a commodity can be measured by the consumers’ 

* Clark, T/ie Control (if T rusis^ j). J 1. 

“ Vide Marsliull, PrincipU>s of Kcotiomivs. V, ix, 5, p. 423, 
where the exainjile of ineleoric stones is taken to iiliislratc a 
similar slate. 
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suiplus appropriate to that production and when this is 
added to the profits of the monopoly, i.e., the monopoly 
revenue, we get what Marshall called ‘‘the total benellt’"’ 
Vvhich may be taken as the money measure of the Social 
\V(dfare of the producers and the consumers of a commodity. 
It can be easily perceived through the use of mathematical 
symbols tbal this total benefit corresponds to what may be 
called the consumers’ benefit, which the consumers would 
aim at giTting when the production of commodities is in their 
own bands. This benefit is simply the excess of the 
consumers’ surplus over the actual cost of producing the 
cfiinmodity.^ 

Planning in Socialistic Economy, as in any other eco- 
nomy, consists in so adjusting the variables controlling the 
economy, to obtain maximum rcsulls with regard to the 
economic welfare of the community. Thus a production 
and a cost, which will make 'the total benefit’ of the. mono- 
poly economy (or the Tionsumers’ benefit’ of the consumers’ 
e(^onorny), would represent the output and value of a 
commodity produced under socialistic conditions. 

Output 

It can be perceived that under these conditions, the out- 
put wdll always be greater than that under monopoly where 
the production is controlh^d solely to the Jienefit of the 
Producer.'* Whether this output is greater or smaller than 
the output under competitivi* conditions can easily be 
studied by the application of symbolic methods, which by 
now is familiar among all economists. If f[x) represents 

^ Vide FrincipU's oj Economics^ V, xiv, 7 — p. 

^ As early as 1844, Dupiiit represented the General Welfare 
l)y the difference l)Cl\veen the inlegral of the demand function and 
the intej];ral ])elw'ccn the same limits of the marginal cost function. 
Vide, Harold Hotelling Econometric 1938. Vol. 6. Page, 215. 

Vide, Marshall, V. xiv. 8. ]>. 489. The amount which the 
monopolist will offer for sale will he greater (and the price at 
which he will sell it will he less) if he is to any extent desirous to 
promote the interests of consumers than if his sole aim is to obtain 
the greatest possible monopoly revenue. 
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the demand function and <P(a:) represents the supply func- 
tion the consumers’ benefit is represented by 

X 

O 

This will be a maximum when 

f {x) (r) = 0 

or f (x) {x) = x^^ (x) (6 

The solution of this equation gives the output for these 
conditions. Remembering that for stability of equilibrium 
cp'(a:)>/’'(x) (i.e., the supply curve cuts the demand 

curve always from below), we can easily see that: 

(1) When is positive, f.e., when production 

obeys the law of decreasing returns, the output under these 
conditions is less than the output under competition.^’ 

(2) When ^ is negative, i.e., when production 
obeys the law of increasing returns, we have the output 
greater than that under competitive conditions. 

(3) When production is under the law of constant cost, 
both the output under competitive conditions and under 
socialistic conditions tend to be equal. 


The accompanying graphs depict the relative positions 
of the outputs under monopolistic, competitive, and social- 
istic states of production. 



Fig. 1 — Diminishing Returns. Fig. 2 — Constant Returns. 


^ Note. — Competitive output is determined by the equation 
f (a:)=0 
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L)-- demand ciivve "-001)11)01111 ve oiitjiul. 

S = Supply curve . .v'h™ Socialistic output. 

MS Ma ritual su])p]y cui\c Monopolistic oul])ut. 

The Vertical hcighls rojuesenl llic prices corresponding to the 
three states. 

Price 

The foregoing analysis also throws light on the price 
of the commodity under these conditions. Rewriting the 
e<.j nation (1) as 

- iL 

(Lr 

wc find that the right hand side of the equation represents 
the marginal cost of the commodity. It might, therefore, 
be said that under the conditions defined above the commo- 
dities tend to be sold at their marginal costs. That is, in 
the case of commodities obeying the law of increasing 
returns, socialisation of competitive conditions will tend to 
increase the output and decrease the sale price, while in the 
case of commodities obeying the law of decreasing costs, a 
similar process results in the reduction of output though 
will a decrease in price. 

It may be, therefore, said that in an economy consist- 
ing chiefly of agriculture in which the law of increasing 
costs plays an important part, free competition among 
R 15 
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producers brings about better results, in the sense that a 
greater output is secured to the consumers and a greater rent 
to the producing class. But in an industrial economy with 
decreasing marginal costs, slate control for the benefit of 
consumers secures greater output at cheaper prices. 

Working in a different method and for a different 
purpose altogether, Harold Hotelling arrived at a similar 
result which he put as follows ""Taking account of the inter- 
relations of commodities by methods not available in times 
ol Dupuit and Marshall, that in a specified sense maximum 
welfare requires that the quantities of each good consumed 
or produced by an individual, shall be that corresponding 
to all sales being at marginal costs.”' He noted that this 
proposition had "revolutionary implications for example in 
electric-power and railway economics,’ but failed to notice 
that his result could be extended to cover price formation 
in a socialistic economy. 

From a theoretical point of view, it can be said that 
Stale operation and control tends to reduce the output in 
industries where the law of diminishing returns has set in. 
Von Hayek’s statement that "" what we should anticipate is 
that output where the use of the available resources was 
determined by some central authority, Vv^ould be lower than 
if the price mechanism of a market operated freely under 
otherwise similar circumstances”^^ is only true of produc- 
tion obeying the law of diminishing returns. Even in this 
case, it is to the interest of the consumers to reduce output 
so that they might have the commodity at a lower price. 

The practical application of this principle, however, 
bristles with many difficulties. The computation of the 
marginal cost is far less easier than the computation of 
average cost for any commodity. Besides, if commodities 
are to be offered for sale at their marginal costs, the financ- 
ing of the initial or fixed costs is a big problem, particularly 
in such industries v4iere the fixed costs form no mean part 
of the total costs. It is not the aim of this paper to throw 

" Vid^ Harold Hotelling, The relation of prices to marginal 
costs in an optimum system. Econometrica, 1939, p. 151. 

^ F, A. Von Hayek. Collectivist Economic Planning, p. 204. 
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on the ways by which these problems are or can lie 
solved but it may be said in conclusion that "Ihis will call 
for a study of demand and cost functions by econoniisls, 
statisticians, and engineers and perhaps for a certain amount 
oi large scale experimentation for the sake of gaining in- 
formation about these functions .... l^erhaps this is the 
Vv'ay in which we shall ultimately get the malcrial for a 
scientific economics.’"^ 


SUMMARY 

( ‘■'Wlia! we siiould anlicipale is liial oiilpiU where di " use 
of the avaiiaMe resources was determined by some central author- 
ity would be lower than if the yjiicc mechanism of a ioarket 
opc rail’d freely under olherwise similar circums’ancesd' (Von 
Hayek, CollrtirLsi Economic Plannin}r, p. 201.) This sLalemeni is 
examined in detail and is found to l)e not often true, particularly 
so in an indu. trial crononi) . Ik. sides it is shown that in a social- 
istic economy, ])ri(a?s of commodities tend to equal their marginal 
costs. The mathematical method, that is used, cannot fail to show 
that its use offers a simpler and a more direct aj)proach to the 
problems of theorclical economics,] 


Harold Holelling, Economefrica, Vol. 6, p. 269, article on 
"'The General Welfare in relation to ])roblcm of Taxation and of 
Railway and Utility rales. ’ 
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I am one of those who believe that in the pure Science 
of Economics, there should be only one iheory to determine 
Value, and that the theory should be independent of the 
particular Economic Oi'ganisation we have like Individual- 
ism, Socialism or Capitalism. Though by the word Value, 
in modern Economics, we mean only "Value in exchange,” 
no harm is done and much can he gained if we take into 
consideration the other ineaning, ‘Value in Use’ also. The 
latter is subjective while the former is objective. There is 
no commodity in this world which is not useful to man. It 
is not correct to say strictly speaking that a commodity, say 
water, is more useful to man than, say, a diamond, unless 
we also give units and also the circumstances of the men 
under consideration, li is a subjective value. Value in 
exchange is different in origin. It arises because of the 
inability., of man to produce all the commodities which he 
consumes for himself and also with equal skill. Let us now 
find out by what considerations these values are governed 
in a Socialistic State. We are not quite sure about the 
actual structure and the constitution of a Socialistic state and 
so it is difficult to say whether the problem of Value arises 
or not, though, it most be said, that the problem is inherent 
in nature and is always present under all circumstances. 

We can imagine three conditions in a Socialistic State 
regarding the way in which distribution is made: — 

(1) FAcry man will I)e given whatever he wants and in as 
large a quantity as he can consume. (This is an impossibility and 
need not seriously he considered.) 

(2) IVery man will get only wlial the stale gives him (in 
fixed quality and quantity of commodities, i.e., fixed ration cards 
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to be utilised every day of every week). Here therefore individual 
tastes are not considered as the Stale regulates consumption. 

(3) Or the Stale will give every man a defmile amount of 
“purchasing power ’ to < liable the man to select dciinite aniounts of 
commodities out of a big list dejiending upon personal tastes. A 
sort of optional ration cards). 

Now in the first and the second cases above, '‘’Value in 
use” or utility in the individual sense, i.c., demand, does 
not play any great part except probably in fixing the total 
quantity to be jiroduced and also the problem of ‘Value in 
exchiuige* does not arise at all. Only in the third case does 
the problem of Exchange arise as when, for instance, a man 
wants, say, a fountain-pen instead of an umbrella or coffee 
instead of tea. 

Heie a small ])oinl must be cleared u\). What exactly do 
we mean by “equal distribution” in Socialism? If by it we 
mean that every man will be given whatever he deserves or 
wants, then we will be creating an Utopia (because of the 
Scarce Means) and the problem of exchange though inherent 
in all cases does not arise at all. Hut if by it we mean that 
every man will be given 'equally’ taking cost of production 
as the basis as in the third case above, then the problem of 
‘exchange value’ must be considered. 

We shall come to '(‘xchange value’ in a few minutes. 
Let us examine the problem of demand first. As already 
slated, ‘Utility’ of a cornmodily is not an absolute and 
independent concept (unless we have every thing we want) 
but is an ‘o])p()rtunily-utility’ or an ‘alternate utility’ or a 
‘preference utility’ and this is true always whether under 
Socialism or Capitalism. With unlimited wants and relative- 
ly Scarce Means, naturally we want to gel the Maximum 
available Satisfaction; we must weigh the alternate utilities 
of all the commodities and also the utilities of all the alter- 
nate commodities and decide which to consume and hence 
which to produce. Under individualism (Capitalism) and 
also under Socialism as in the third case above, it is the 
business of the individual to find out his best choice. Under 
Socialism in general where the dictatorial system of produc- 
tion takes place, it is the business of the Dictator to find out 
the best way of utilising the Scarce Means. Under any 
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system, therefore, in this world, the importance of Demand 
remains what it is and we have to examine its implications 
a little more. 

Value in use therefore is subjeclive and is a relative 
concept, relative to the circumstances. Thus we cannot say 
tliat water is more useful to man than a Diamond, unless 
we also know the situation of the man. Again when we say 
that a man prefers cofi'ee to tea, f.e., coffee is more useful 
to him than tea, it carries no meaning unless we know the 
quantity of each and the circumstances in which he can take 
them. What we must say is that he prefers a cup of coffee 
to a cup of tea under similar circumstances. So when coffee 
is available, he has no ‘’Demand’ for lea, but as an alter- 
native he might prefer to have lea, or even when coffee is 
available, he might prefer two cups of tea to a cup of coffee. 
Hence his ‘Dtmiand’ for a commodity and also The elasticity 
of Demand’ for the commodity are not absolute and inde- 
])end(mt concepts as Marsfiall imagines but are relative and 
dependent on tlie alternate choices. So we can establish 
now definitely that what Adam Smith called Walue in Use’ 
is nothing but, in this practical world, a subjective, personal 
‘'Value in prefereiK^e.’ This T^^^f^^rence value’ depends on 
entirely individual tastes and estimates of the available 
commodities. Now according to the Demand and Supply 
Theory, (Vst of IToduction also plays an equal, if not an 
important, part in the determination of value — cost of pro- 
duction consisting of prime and su}>plementary costs. In the 
long run at least, the total cost of production must be 
‘‘covered” by the value in exchange. 

There are two questions that now emerge: — 

(1) Is there a cost of production in Socialism, and if 
so, what constitutes it? 

(2) Should the cost of production be “covered” in 
Socialism? 

Many people might say that there is no cost of produc- 
tion in Socialism. But to me it seems that there is cost of 
production, and, which is more important, that this is not in 
any way different from the cost of production under indi- 
vidualism (Capitalism), except in some minute details. 
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There is no space here to discuss these things in 
but this can easily be said that it costs some labour and 
materials to produce even under Socialism, Provision must 
be made to give back to the Land something in the form of 
manure, to make up for the depreciation and wear and tear 
etc., and even allowance must be made for normal ^‘profits.” 
In other words, some of the produce must be set apart (in 
Agriculture to take an example) as seeds, some to be set apart 
for manuring the Land, some for wear and tear etc., and some 
for profits i.e., for more investment than the previous year. 
When we say so what we mean is that those people who are 
engaged in th(‘se })rocesses of collecting manure and manu- 
facture of machines etc., should be maintained only out of 
this "produce" from this Land. Some of the readers might 
wonder why "profits’ also should be taken. It must be so, if 
we understand the true significance of ""profits.” It is a pity 
that this sid(‘ of ""profits ” is not thoroughly investigated by 
the l^conomisls so far. r>y JVolits we mean that excess over 
the mere cost of production. If we consume away every- 
thing we produce setting apart only as much as last year for 
reinvestment, then there is no Economic Progress at all, 
Wc must be able to set apart more and more every year both 
under Ca|)itallsm and Socialism, in order to f)roduce more 
and lienee allowance must be made for that which seems to 
he the only justification for Thofits’ in Economics. Under 
individualism, fie., Cafiitalisrn the original investment is taken 
from tli(‘ Cost ol Production wLile further investment is made 
only from Profits. Tlial is why investment increases only 
w^hen there are more Profits. 

In this connection wc must note what looks like a 
peculiarity of Socialism, that all "Labour is fed’ "equally’ 
and it is available always and die labourers are paid whether 
they work or not. That is to say that private charity of 
Capitalism is given up and Beggars will not be allowed to 
be idlers. It may also be said that all Land and Capital is 
owned by llie Stale and hence nothing need be paid to induce 
them to produce. But as I have already stated, even here 
the State by distributing equally to all the people is doing 
the same thing as under Capitalism, — as we pay to Land 
etc., from the National Income, So we see that there is a 
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cost of production even under Socialism and that there is 
no difference at all between this and that under Capitalism 
except in Dislribution. To some it may not look like cost 
of production viz., making allowance for manure, wear and 
tear etc., hut it will be clear if 1 tell you that but for these 
operations to be carried out necessarily consumption per 
head would have increased as these Labourers would have 
produced something else for more direct consumption. 

We now come to the next question which is more 
important. Should the ‘cost of production’ be ‘covered’ 
under Socialism, as should be done in Capitalism — in other 
words, does the cost of production play any part in exchange 
value? Easily the answer is in the affirmative. It must be 
covered in the sense that the state must be able to produce 
more and rnore^ for next year thus raising the standard of 
life, /‘.e., what is produced for next year should not be less 
than (Nay, it must be more than) what is consumed this 
year. It would be a ‘social loss’ if it is not done and it 
would reduce the present standard of life. 

To understand the problem more clearly, we must know 
how production takes place under Socialism, (and then 
contrast it with that under Capitalism) and then find out how 
value in exchange is determined. Under Socialism there is 
a fixed amount of T.abour which must necessarily work and 
must be equally paid, and also other fixed natural resources. 
Naturally the State will have to think well as to how best it 
could utilise all these factors so as to get the maximum 
produce which in consumption gives the maximum Satisfac- 
tion. We must remember here that what is produced is 
‘equally divided’ among all the people, of course taking 
away, say, seed that would be required for further invest- 
ment. Now there are two important problems for the State 
to decide. Here is an equally and inevitably paid Labour 
that can produce with the available Land and Capital some 
commodities at their best, while there are some commodities 
that are very essentially required for consumption which may 
not be produced by the factors of production with equal 
skill. The State has to decide in the first plac^ what com- 
modities are to be produced for consumption direct and what 
for further production (the latter being what I previously 
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called allowances for manure etc.,) and secondly, the 
quantity of each commodity to be produced (this is the 
fourth factor of production in economic organisation, and 
this is the only justification for these statesmen to take their 
share in the national income under Socialism) i.e., to so 
organise production as to strike a balance between the 
present uses and the future and to get the maximum Satis- 
faction. All these problems arise because of Scarce Means 
and hence the difficulty of the State. 

I cannot describe here, for want of space, how exactly 
the State solves all these problems, but suffice it to say that 
the State will naturally select those commodities which it 
thinks to be very essential for mankind to consume, i.e,, 
which would give the Maximum Satisfaction, and try to 
produce them widi the available resources. If the State 
can, it can produce as much of those commodities as it wants 
and distribute them to the people equally, in which case there 
is no problem of exchange at all, though the problem of 
alternate utilities is always present. It must be remembered 
here that there is nothing like a problem of exchange between 
individuals as every person exchanges his produce with the 
Stale for a fixed return. But here when the question of 
‘equal distribution’ comes, naturally there is the question of 
value also in the sense that when a certain number of persons 
would require alternate commodities for some commodities, 
and when the State is not able to supply all. Again the 
problem becomes prominent when a certain number of 
persons are required to produce a certain quantity, while 
double the number of persons are required to produce the 
same number or quantity of another commodity, and when 
we want to have ‘equal distribution.’ 

Let us take an example. Tliroughout the discussion, 
it must be remembered well that the nation can consume 
only what it can produce. Thus, 

J the total population can produce X quantity of commodity A. 

^ the total population can produce 2X quantity of commodity B. 

Now there are 3X quantity of commodities A and B to be 
distributed among a population P. Then each person gets 
X/P of A and 2X/P of B under equal distribution, Now 
16 
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suppose the whole nation wants only the commodity A, then 
all the productive activity is directed towards the production 
of A and (assuming production to be under the influence of 
constant returns) 2X commodities of A are now produced, 
each man getting 2X/P for his share, to consume. Or if 
the nation wants only B to be consumed, then 4X of B is 
produced and each man gets 4X/P of B. So the productive 
capacity of each man is either 2X/P of A or 4X/P of B. 
and that will also be the distribution. Suppose any man 
now wants to have more of A than of B then naturally one 
now is taken away from the production of B to that of A. 
with the result that now he produces only half of what he 
was previously producing in quantity. Therefore, this new 
man can now get as his share only half the quantity in B of 
what he was getting in A. Now we can equate and say that 
a man can get either A or B or both only in the ratio of 
A : 2B. It is bound to be so if it is going to be equal distri- 
bution, as the nation can consume only what it can produce. 
I have taken very simple examples and very simple frac- 
tions. In actual practice, the problem is more complicated, 
though the essental principle remains the same. 

How is this Value in Exchange determined? It is 
determined by the relative or comparative capacities of the 
factors of production producing different quantities of 
various commodities, depending on relative skill, suitability 
of soil, etc. Here is a fundamental and universal principle 
of wide application whose truth and real significance has not 
been truly appreciated by the Economists, namely, the law 
of Comparative Advantage which explains why trade should 
take place not only between the nations but also among the 
individuals, and which determines the ratio of exchange of 
goods under Capitalism or Socialism, and under national or 
international trade. 

This requires further explanation. We can under- 
stand it better by first knowing that in State production, 
production will not be haphazard but will be systematic and 
scientific and will have an excellent division into various 
industries, so that every man is put in that industry in which 
he has the greatest capacity to produce. Thus if a man can 
produce more, say of tea than of coffee, and another man 
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more of coffee than of tea, naturally they will be put into 
tea and coffee industries respectively. This is no doubt 
done after great experiment and deliberation, but it is 
the way it is done and naturally therefore, because a nation 
can consume only what it produces, the exchange value of 
commodities is determined by the Law of Comparative 
Advantage in Production. This is a universal and natural 
Law and it exists because of the differential skill of people 
to produce different commodities and its fundamental basis 
cannot be altered by the particular Economic Organisation 
we have, like Socialism or Capitalism. 

Under Capitalism also the law operates. It is a 
mistaken idea to think that trade flows (in Capitalism) from 
man to man only because production has become complicated 
and man has ceased to be capable of self-sufficiency. It 
results in the absurd implication that there is no trade and 
that trade has no advantages if production is simple and 
'Wants are few. It is wrong. Even in the primitive days 
as far as skill was not equal between people, trade was 
advantageous. To take an example in the primitive days, if 
a man could hunt 2 deer or 3 sheep, then, Adam Smith 
would say, that 2 deer will exchange for 3 sheep. Here he 
was wrong, wrong in estimating the skill of primitive people 
to be equal. The skill of all people cannot be equal. It 
is a natural feature. It is a pity he did not understand the 
implications of this differential skill of people though he 
was laying emphasis on the Division of Labour, etc. 

Let us see how the exchange ratio ought to have been 
determined. Suppose, there is another man who could kill 
2 sheep or 3 deer. Then for themselves the ratio of 
exchange is; 

For the first man 2 deer = 3 sheep 

For the second 3 deer=2 sheep 

Now when these two people meet together they begin to 
trade with each other for the same reasons why Nations want 
to trade with each other, — ^for mutual advantage — and both 
are happy about it. This is the true basis of trade and 
exchange — the Law of Comparative Advantage, and from this 
alone flow the advantages of the Division of Labour. We 
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want to improve the comparative skill of the worker and 
thus Production by specialising man in the production of that 
commodity for which he is best fitted. 

As already stated, even under individualism (Capital- 
ism), this is the basis of exchange but not an equation of 
Demand and Supply. When we buy a commodity in the 
market, from common experience, we do not know its cost of 
production to the seller and we never try to equate Demand 
and Supply. When we buy, what we really calculate is not 
what it costs to the producer to produce the commodity but 
what it costs us to make it for ourselves. In this compli- 
cated world it may not be possible to calculate all these 
things fully but if we take a simple case we can understand 
its significance. 

I can stitch my own suits and also write books. By 
the former occupation I can earn Rs. 2 a day and by the 
latter Rs. 3 a day. Evidently, 1 am not stitching my own, 
clothes but prefer writing books. When I want to stitch my 
clothes, I consider what it costs me to stitch my clothes for 
myself and find that costs me Rs. 3 and so I am prepared to 
pay my tailor up to Rs. 3 a day and it is advantageous to me. 

I do not consider what it costs the tailor to stitch the suit. 
It is his look-out and for him to find out if it is advantage- 
ous or not. 

Let us see how the other man, the tailor, arrives at his 
figure. He has to buy with this money another commodity, 
say, he has to retail his house. He can do it for himself in 
one day or get it done by another for, say, Rs. 1-8-0. So he 
will find it now that by stitching suits he must be able to get 
at least Rs. 1|; otherwise, it is a loss to him. His cost of 
production is determined not absolutely but by the relative 
cost of producing those commodities which he wants. 

I am afraid I have gone too far to explain this point. 
It must be said here that in actual practice sometimes the 
operation of the Law is not fully seen. It is because of a 
number of reasons similar to those that suppress the free 
operation of the Law of Comparative Advantage in Inter- 
national Trade, e.g., in this case, individuals aiming at self- 
sufficiency, or restrictions of production by the Government, 
want of raw materials, etc. 
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To go back to the problem of value in the Socialistic 
State, we have seen so far that there are two kinds of Value, 
one determined subjectively by each individual by himself 
judging by the units of satisfaction given by each commodity. 
It is not an absolute value by itself but a preference value. 
Secondly, there is the exchange value determined by the 
comparative advantage in production. We have already 
seen that the ‘value in preference,’ i.e., that value that deter- 
mines Demand arises because of the Scarce Means of satis- 
fying the great and unlimited Human Wants, and hence 
Man’s necessity to choose from among the available com- 
modities, those commodities that give him the Maximum 
Satisfaction. So Demand is determined by the ‘preference 
Utility’ of the commodity but not by the absolute utility as 
Marshall suggests. While the basis of exchange is deter- 
mined by the comparative cost of production not the absolute 
cost of production as Marshall suggests. The parts played 
by this ‘value in preference’ and ‘relative cost of produc- 
tion’ are entirely different from what Marshall suggests — 
they never try to equate themselves. Their parts are entirely 
different to play. Value in preference or Utility determines 
the commodity and the quantity required for consumption, 
while the comparative cost of production determines the 
basis of exchange, f.e., the value in exchange. 

The above situation is not changed even if we have 
ample means instead of Scarce Means at our disposal. 

It is now my contention, as I stated in the beginning of 
my article, that this is the real theory of Value and that it is 
applicable to all times and for all kinds of Economic 
Organisation, like Socialism, Capitalism, etc. To make my 
point clear, let me examine the Demand and Supply theory 
of Dr. Marshall and point out its defects, in a few words. 
According to this theory, value is determined by the supply 
of and demand for the commodity. Demand being deter- 
mined by the Marginal Utility and Supply by the cost of 
Pioduction. Now let us understand its .true implications. 
When a man demands a commodity, it is not a single one- 
sided affair, but it is a double transaction. When I demand 
coffee I am also supplying money in return (money being 
the representative of the commodity which I can produce 
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with the greatest adantage). Similarly, when another man 
supplies coffee he is also demanding another commodity for 
which he has preference utility which is, in money economy, 
represented by the money which I am offering in return. It 
is therefore an ‘equilibrium’ of double Demand and Supply, 
myself supplying the commodity which I can produce with 
the greatest advantage to myself, i.e., with greater com- 
parative skill, and the other man supplying his comparative- 
ly advantageous commodity. 

I admit that in this world the situation is not so easy 
as that but ultimately that is the real meaning of all transac- 
tions. Thus when I demand coffee and am prepared to pay 
an anna for it, it means that a cup of coffee is worth at least 
one anna of not absolute utility but only comparative or 
preference utility, and when I am prepared to buy the 
second cup only for nine pies (Marshall’s elasticity of 
Demand) it is not only that absolutely its Utility has fallen 
but relatively by the many alternate ways of spending that 
anna. Thus we find even under individualism, our Utility 
for a commodity (and its elasticity of Demand) is deter- 
mined by circumstances relative to the situation, like the 
availability of their commodities, etc,, but not by the 
absolute considerations the increase in the stock of only that 
commodity. Demand in this sense therefore is determined by 
the degree of preference for that commodity, and in its turn 
determines the quantity of any commodity to be produced. 
This explains why trade should take place together with the 
Law of Comparative Advantage. It is because man has 
preference utilities for certain commodities and because he 
is not able to produce them with equal skill and hence finds 
it more advantageous to trade. It is interesting to note here 
that even Marshall’s ‘Demand’ never influences the price, 
but on the other hand, the quantity demanded and the 
marginal utility are determined and influenced by the 
‘price’ which they were expected to influence so as to bring 
about ‘equilibrium.’ 

In the same way, Marshall’s ‘Supply’ side can be 
criticised. Cost of production is not absolute but is in- 
fluenced by the alternate commodities that can be produced 
with the same factors of production. Again here also the 
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question of comparative utilities of commodities comes up 
and exchange takes place only when the commodity offered 
gives the man less utility than the commodity to be got in 
return. 

To sum up, therefore, — 

(1) There is only one true theory of Value to be applied at 
all times irrespective of our Economic Organisation. 

(2) In the Supply and Demand theory of Dr. Marshall, it is 
really a double transaction between two people with comparative 
advantage of production in each one’s commodity that he offers. 

(3) In all cases value in use tells us why a commodity is de- 
manded at all and determines the quantity demanded of each while 
the Law of Comparative Advantage in individual production deter- 
mines the ratio of exchange, while both explain why trade takes 
place. 



SAVING, INVESTMENT AND ENTERPRISE IN A 
SOCIALISTIC STATE 


BY 

T. Satyanarayanarao, 

Andhra University, 

A socialistic state is not merely a particular type of 
economic system, but a particular type of society, actuated 
by certain ideals and purposes. It aims at a class-less 
society, a world free of exploitation, of unemployment and 
insecurity, of inequalities in wealth and incomes and conse- 
quent evils. Whether it attains these ends or not, it constant- 
ly aims towards their attainment, and economic organization 
is mainly a means for these ends. Its problems are therefore 
largely bound to be political and social rather than economic 
in character;^ but its economic problems are relevant to the 
extent they control and influence the political measures and 
policies adopted. 

Socialistic states may be of several types. For the 
purposes of this paper, we shall assume, in addition to the 
existence of the above fundamental purposes, the following 
criteria to be characteristic of a socialistic state: 

(i) Collectivisive ownership of all means of produc- 
tion other than labour. 

(ii) Absence of private individual initiative as the 
chief directive force in the economic system. 

A socialistic state will differ from a capitalist state in 
practice only in degree. ‘‘No one has attempted or pro- 
posed or conceivably will seriously propose, anything ap- 
proaching absolute economic individualism or absolute 

^ “The problem is, in the first place, political, not economic 
at all; and in the second place, it is a problem of what human 
beings really want and or of ideal values in relation to desirea. 
The economist, as economist, has nothing to say about any of these 
questions F. H. Knight, in “Socialism — the Nature of the Pro- 
blem” in Ethics, April, 1940. 
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socialization of production or every feature of economic 
life”.^ Most people agree that a Socialistic State can 
allow a large measure of freedom so far as consumption is 
concerned, and for the purpK)se allow people to have their 
own money incomes which are spent freely on consumers’ 
goods. Thus there will be a relatively free market for 
consumers’ goods, for which given consumers’ incomes, 
prices will be determined by the interplay of supply and 
demand. Equilibrium prices could be fixed according to 
the process of trial and error, prices or supplies being 
adjusted from time to time by the producers.^* On the 
assumption that economic conditions remain stationary for 
certain periods, this solution holds good and is satisfactory. 
Prof. Hayek points out several defects even regarding this 
possibility, particularly that adjustments of prices or sup- 
plies are bound to be slow and imperfect, due to constant 
necessity of reference to the central authority, and that prices 
cannot be fixed for each individual grade or item but only 
for large classes of goods. He points out also that prices 
as criteria of equilibrium between su])p]y and demand can- 
not be available for goods produced to order or by tender — 
e.g., ships, plant, etc. But here, in the present competitive 
system also, prices fixed are rather arbitrary and based on 
j)revailing costs to a large extent; and if costs even of an 
"accounting’ nature are available, their prices can be 
determined. 

The main problem arises with the pricing or the distri- 
bution of producers’ goods in the most economical manner. 

So far as labour is concerned, it is held by most 
socialists that choice of occupation should be free; diversion 
of labour, if necessary, should be carried out mainly by 
variations in wages or incomes. Labour should choose the 
lines of its maximum productivity, and paid accordingly 
(though these incomes may be modified later by taxation or 
differential pricing, and though non-economic measures may 
be used to draw labour if necessary into some lines). 

2 F. H. Knight, op. cU. 

3 F. Taylor and 0. Lange, On the EconomK Theory of 
Socialism, 

F. 17 
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Hence, the determination of wages and of labour-use will be 
essentially on lines similar to capitalism. 

The main differences, arise with regard to the use of 
capital in production and the application of initiative in 
production. The question is, could these also be solved 
mainly on competitive lines, with the help of the criteria 
of interest rates and profits? 

Prof. Lange and Dr. Dickinson have suggested that 
production should be entrusted in certain units to managers, 
who would be given a set of ‘‘factor — valuation tables” and 
directed to follow the following principles: — 

(i) Each producer should choose that combination 

of factors which leads to minimum average 
cost. 

(ii) Output should be taken up to the point where 

marginal cost (including interest and de- 
preciation on capital) is equal to price as 
fixed by the trial and error method men- 
tioned above. 

(iii) Each industry as a whole should also observe 

the principle that marginal cost to the industry 
is equal to price. 

If these principles are followed, and if the prices of 
factors of production given by the central authority are taken 
as granted for the time being, (i.e., the ‘parametric’ func- 
tion of prices is retained) then it is pointed out that the 
allocation of resources will be as determinate and as rational 
as in a competitive economy. 

Thesis f)roposals are criticised as unworkable by Hayek 
mainly on tiie ground that they are based on static assump- 
tions, whereas the actual state of affairs in the world is one 
of constant change.^ Costs are not objective facts, constant 
for a given period of time; they are everchanging. The 
principle that price should be equal to marginal cost cannot 
be put into force by prices being changed by the producers, 

^F. G. Hayek: — ‘‘Socialist Calculation — The Competitive 
Solution,” Economka, May, 1940. 
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because competitive price-changes are ruled out ; the 
producers can only adjust quantities of factors of produc- 
tion, not their prices- Output cannot be expanded in the 
hope that it could he sold at a lower price; cheaper methods 
of production, to be adopted, must first of all get the sanction 
of the central authority which must theoretically be convinc- 
ed of their practicability. 

How are autonomous productive units, deciding all 
the important problems of investment and factor combina- 
tion themselves, to take into account changes in technical 
conditions, or anticipate future changes in prices? If they 
anticipate such changes, are they to be given freedom to act 
accordingly? Supposing these anticipations prove to be 
wrong, who is to take the consequences? If managers of 
industrial units are to be taken to tavsk for such losses, are 
they likely to take any steps involving risk or uncertainty? 
Then, where is the scope for innovation and change? Im- 
perfection of foresight and uncertainty are inevitable in any 
system. Under capitalism, the margin of profit or loss 
goes to the entrepreneur who specializes the function of 
uncertainty bearing; the consequences of correct or mistaken 
anticipations are made to rest on the entrepreneur as the 
owner of enterprise. But a manager of production under 
a socialist system, who is only a salaried official, cannot be 
made responsible for these things. Prof. Knight says, 
'‘The socialistic state would have no objective or rational 
basis for fixing the remuneration of managers, the indeter- 
minacy of their value being proportional to the degree in 
which they exercised initiative Thus the conten- 

tion of Prof. Von Mises and other opponents of socialism 
that there would be no objective rationale for the organiza- 
tion of production under socialism, while adequately 
refused by Prof. Lange (and others) for the routine opera- 
tions of stationary economy, is after all essentially correct 
for the really serious problem of organization. This is the 
problem of anticipating substantial changes in the given 
conditions of economic life and in making necessary adap- 
tations and for bringing about such changes.”''^ The 


® F. H. Knight, Socialism, the Nature of the Problem. 
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same difficulty is stressed by Hayek, Hoff and also Dr. 
Dobb.® 

Thus the absence of a ‘profit’ criterion makes competi- 
tion between autonomous enterprises unreal. While Hayek 
and others maintain that a rational allocation is impossible, 
Dobb draws the conclusion that all fundamental problems 
of enterprise, adaptation to change and initiation of develop- 
ment, have necessarily to be concentrated in the Central 
planning authority. The central authority will bear in mind 
prevailing consumers’ preferences and their probable 
changes, which are themselves largely dependent on changes 
in productive activity; but these preferences themselves may 
have partly to adjust themselves to the developments due to 
the central authority’s decisions. 

This is particularly the case with problems concerning 
the use of capital, and saving and investment. Lange and 
Dickinson propose that autonomous industrial units, having 
their own profit and loss accounts should obtain capital 
from the central authority for both long and short term 
purposes and that a rate of interest must be eharged which 
equates the supply and demand for capital. Here, there 
art two aspects of the problem involved; (1) How is exist- 
ing capital supply to be distributed between different units? 
(2) How much of total resources are to be saved? Lange 
says that the second question has to be decided ‘arbitrarily’ 
by the Central authority, whereas the first problem would be 
decided by the mechanism of interest-changes. The rate of 
interest will form a constituent of marginal cost, the equation 
between which and price will determine the level of output. 
That there should be a rate of interest under Socialism also, 
and that it should play the part of regulating capital disposal 
was stressed by writers like Cassel. 

These proposals are criticised by Hayek on the ground 
that the rate of interest, in the absence of a free market for 
capital, cannot have the same significance for regulating the 
use of capital. Capital is not lent, but given to mana^rs 
who own no property but manage different branches of state- 


® Dobb : Economic Law in a Socialist Economy” in PolUi- 
cal Economy and Capitalism. 
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owned industry; the State will have to decide, therefore, not 
merely how much capital of different types it gives to 
different units but also whether certain types of capital used 
in some industries should be kept on these or transferred 
elsewhere. The managers themselves cannot be entrusted 
with investment decisions because they cannot anticipate 
price-changes or changes in the rate of interest, and profits 
or losses due to such anticipations cannot accrue to them. 
Hence, all decisions regarding the total amount of resources 
to be saved, and the amounts to be invested in each line will 
have to be taken by the Central authority itself. The rate 
of interest, can only play the minor role of being one of the 
several tests of efficiency or otherwise of a manager, or to 
control his demand for any augmentations of working 
capital.'^ 

Dr. Dobb agrees with this, and further argues that even 
if it were possible to institute competition for capital and let 
autonomous units decide problems of investment, it is not 
desirable to do so. For, this will reproduce all the elements 
of uncertainty and mistaken anticipations with regard to 
investment that are inevitable in a competitive economy, 
and leads to the very same fluctuations which a socialist 
economy seeks to avoid by co-ordination of knowledge and 
decisions.^ Thus, while Hayek and others plead for the 
restoration of perfect competition to solve the problems of 
a dynamic economy with regard to anticipations and initia- 
tive in production according to the profit criterion, Dobb 
argues that competition of any type should not be allowed in 
this very field, because autonomous decisions here are 
responsible for all the major fluctuations and mistakes of 
a competitive economy. Apart from the question of dis- 
equilibria due to lack of knowledge regarding the decisions 
and behaviour of others, Dobb argues convincingly that 
dependence on the rate of interest and changes in it to decide 

Thus, interest is charged only on short-term loans of work- 
ing capital to producers by banks in Russia. Cf. Reddaway, Tbe 
Russian Financial System, 

^ Dobb : — Note on Saving and Investment in a Socialist 
Economy,” Economic Journal, December, 1939. 
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investment will cause the same cumulative processes of 
inflation and deflation which happen in the present system. 
He points out that under such a system, the feature of un- 
employed resources may again crop up because, the rule 
that marginal cost should equal price may necessitate not 
using some labour. 

If for these reasons, all fundamental decisions regard- 
ing saving, investment and enterprise are to be taken by the 
central authority (of course, on the advice of the managers 
of productive units), what should be the criteria governing 
investment? He suggests that the authority would ^‘direct 
each type of resources to that use where its productivity (at 
the margin) valued in terms of final output, was estimated 
to be a maximum.” Other criteria like that of ensuing a 
gradual growth of capital and smooth change in the methods 
of production, so that the peculiar problems of over and 
under-development, premature obsolescence, sterilizing of 
inventions and new process to preserve capital-values, etc., 
which characterize modern capitalism could be avoided, 
would also have to be considered. 

Hence, it is clear, that the process of valuation and 
therefore that of all important decisions regarding saving, 
enterprise and investment, are necessarily concentrated in 
the hands of the central authority; these do not admit of the 
competitive solution, and competition with regard to 
consumers’ goods and the choice of occupation will have to 
be limited to a certain extent by these important decisions. 

From this, are we to conclude with Hayek and others 
that ‘rational’ decisions are impossible in a Socialist eco- 
nomy? It depends on what is considered ‘rational.’ If 
rationality is identified with complete freedom of individual 
preferences and enterprise, it is clearly impossible under 
Socialism. It is equally impossible under any system other 
than ideally perfect competition.® If collective decisions are 
“rational” at all, as they are admitted to be with regard to 
problems like safeguarding the future interests of society 
from the defective telescopic faculty of individuals, 


® Cf. Review of Economic Calculation in Socialist Societies^ 
by T. J. B. Hoff in the Economic Journal, 1940. 
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assuring public health, hygiene and security, and construct- 
ing non-remunerative works, etc., there is no reason why 
collective decisions regarding large questions of saving, 
investment and enterprise should be totally Irrational."’ 
It is obvious that on matters of detail and minor adjustments, 
a considerable degree of freedom must be allowed to the 
managers of production. 

On the question whether such a system would mean an 
improvement over the present capitalist system again, we 
cannot be certain. Socialists claim that by co-ordination of 
knowledge, the problem of anticipating changes can be belter 
solved by a socialist system, whereas critics like Prof. Hayek 
point out that knowledge, unspecialized by entrepreneurs and 
in the absence of spontaneous adjustment, will be useless 
and impossible to co-ordinate. As regards the elimination 
of economic fluctuations again, while socialists claim that 
only a socialist system can do so, Prof. Knight contends that 
it can be done provided proper policies were followed under 
capitalism also, while retaining individual freedom. Prof. 
Lindahl observes that both in the case of a society with free 
entrepreneurship and with centralized planning, ‘^ihe task 
is to direct the productive resources of the community to 
production for present and future needs as to correspond to 
consumers’ wishes. In both cases the problem must be 
solved on the basis of an anticipation of these wishes. But 
the practical solution is perhaps a little simpler in the 
socialist than in the capitalist state, since the distribution of 
productive resources is carried out by authoritative 
measures.”^^ 

The success of a Socialistic State in achieving its 
purposes will, in the last resort, depend on the problem of 
finding proper men to carry out its policies honestly and 
efficiently. Whether such men can be found, and made to 
work for social good rather than private profit, is the real 
problem of Socialism. 


E. Lindahl : Studies in the Theory of Money and Capital, 
“A Note on the Pricing Problem in a Community with Centralized 
Planning,” p. 73. 
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SUMMARY 

[A socialistic state exists for certain purposes, the achievement 
of which is mainly a political and social and only secondarily an 
economic problem. The characteristics of such a state are: — 
(1) Collective ownership of the means of production other than 
labour and (2) absence of individual enterprise and initiative 
in production. 

The proposals of Messrs. Taylor, Lange and Dickinson for the 
solution of the value-problem in such a state by the method of 
trial and error, and by the preservation of competition in the 
consumer’s goods market and in the production of goods also, are 
examined; the conclusion reached is that under relatively static con- 
ditions, a competitive market could be maintained for consumer’s 
goods and to some extent for labour. 

But so far as production is concerned, as pointed out by Hayek, 
Knight, and Dobb, it is explained how in the absence of a free 
market for producers’ goods and the profit motive on which all 
entrepreneurial anticipations and activity are based, the problem of 
taking important decisions regarding saving, investment, and 
changing production is not capable of a solution. Hence, the 
present writer agrees with Dobb that both because of these difficul- 
ties and for preventing the reappearance of the evils of business 
fluctuations and unemployment which prevail in a competitive 
system, it is necessary and desirable in a socialistic state to vest all 
important decisions regarding saving, investment and enterprise 
in the Central Planning authority, TTie present writer also thinks 
that such a system need not be more “irrational” than the present 
system of extremely imperfect competition.] 



DETERMINATION OF PRICES IN SOVIET RUSSIA 


BY 

B. R. SuBBA Rao, 

Mysore University, 

The function and the determination of prices as the 
purpose of the State in the Soviet system are different from 
those under capitalism. All activities are directed by the 
ideal of maximising social welfare. Even theoretical 
controversies have been oriented towards issues of practical 
policy. There is therefore no ^pure’ theory of Economics 
in the U.S.S.R. The realisation of the ‘^"socio-economic 
optimum” is the ideal. ‘'"The criterion of capitalist profit- 
ability and automatic price-adjustment,” writes Chos- 
sudowsky^ — “"is abandoned and the economic optimum is 
conceived as the combination of a unified and purposive 
economic policy (replacing the capitalist law of value) and 
the technical maximum. The criterion of this kind of 
optimum is the pooled net material result of the planned 
measures’ total, adjusted and readjusted to suit the general 
purpose in view, it is thus not, or not necessarily, the simple 
adding up of "bourgeois’ commercial optima of individual 
enterprises in orthodox equilibrium.” This general purpose 
setting largely determines the selection and the time pattern 
of the dilTerent varieties of planned investment, in produc- 
tion and consumption of goods. In fact, the Soviet concept 
of economic equilibrium is based as much on the environ- 
ment in U.S.S.R. as on the Marxian analysis of the capitalist 
system. It denotes a particular form of planned purposeful 
social dynamics. ""The characteristic feature of Soviet 

1 The Soviet concept of equilibrium, Review of Economic 
Studies, 1939. 
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economy at all stages,” says a Soviet official publication,^ 
‘‘is the plan, and, moreover, the plan is a directive, a set 
work and not a mere forecast.” Price is therefore, naturally 
regarded as “an instrument of planning accumulation and 
demand.”^ 

The realisation of this purpose presupposes the concen- 
tration in the hands of the state of supreme authority over 
all branches of the national economy. The state owns and 
controls all the means of production and distribution. It 
decides with reference to social welfare the programme of 
production and the schemes of distribution and consump- 
tion. The needs of the citizens as envisaged by the central 
authority and not the effective demand for the goods. 
Freedom of private enterprise, free market and competitive 
prices are conspicuously absent. I'he stale has a monopoly 
of trade. Wholesale trade is in the hands of state municipal 
and co-operative enterprises, each of which is responsible for 
buying the raw materials and selling the finished products, 
dealing under contract with the separate production units.^ 
Retail trade is also organised by some dozen varieties of co- 
operative and state undertakings. Distribution of produc- 
tion goods among the industrial units is made by the 
authorities according to a plan. An effective control over 
the volume of purchasing power is exercised and private 
incomes are mainly determined by and derived from the 
state. The Soviet planning authority is, therefore, in a 
better position to fix prices in accordance with the plan and 
enforce them effectively. The significance of such planning 
prices, production, distribution and in fact, all aspects of 
social and economic life is stated’"' to have increased in direct 
proportion to the growth of state control. 

2 Summary of the fulfilment of tho First Five-year Plan. 
(Moscow, 1932, p. 1). 

Ignator, '‘Price and Growth of Soviet Trade” in Soviet Trade 
May, 1935, p. 12, quoted in Chossudowsky, op. cit., p. 139, 

4 R. Burrows: The Problem and Practice of Economic Plan- 
ning, 1937, p. 212. 

^ W. H. Chamberlain; “Planned Economy” in Soviet Econo- 
mics, 1933, p. 1. 
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In the study of Soviet prices it is very necessary to 
bear in mind that the Soviet price structure is isolated from 
the rest of the world. Russia broke loose from the foreign 
currencies in 1926. Since then the paper Rouble is a unit 
existing by itself. Rouble prices do not stand any 
comparison with the prices prevailing outside Russia. An 
attempt to find out the relative purchasing power of the 
Rouble in terms of its gold equivalents in other currencies 
only shows that the purchasing power of the Rouble is very 
much less than that of its foreign gold equivalent. A 
comparison of Rouble prices with sterling prices in the case 
of a few standard commodities indicates that there is no 
uniformity in these variations either. The percentage of the 
difference varies from commodity to commodity. 

The wholesale Rouble prices of three staple commodities, 
viz,, wheat, cotton and pig iron, are compared below with 
English prices for those commodities.^ 


Wheat Cotton Pig iron 


Average Rouble prices R. 12 16 ( 100 
(fixed by decree of lb); 1933 
Government). decree / 


Theoretical gold parity 9.5rouble 
of the rouble in terms per £ 
of English money. 


R, 1400 (ton); Cost of pro- 
60 Kop (lb)3 ducing a 

1935 decree ton R.G0.56 

1935 dec- 
ree. 


Rouble prices convert- £. 1-5-7 Sh. 1-4 d per £. 6-7-6. 

ed into English mo- lb. 

ney as per the rate 
given in column 2. 


Actual prices prevail- 5 Sh-6-Sh per 6-8 d. per lb. 
ing in the English 100 lbs. 
market. 


£. 3-8-0 the 
average sale 
price per 
ton 


The sterling equivalents of current rouble retail prices 
and actual retail prices of similar articles in the English 
market are given in the following statement.^ 


® L. E. Hubbard : Soviet Money and Finance, pp. 132-133. 
Ibid,, p. 333, appendix. 
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Names of the articles 

Moscow prices in 
terms oi English 
money 

Actual London 
prices 



£ 

Sh. 

d. 

£ 

Sh. 

d. 

Wheat bread 


0 

0 

7 

0 

0 

2 

Wheat flour 

... 

0 

0 

8 

0 

0 

2 

Rice 


0 

2 

6 

0 

0 

3 

Oatmeal 


0 

0 

6 

0 

0 

3 

Beef 


0 

2 

10 

0 

1 

0 

Butter . . . 


0 

6 

4 

0 

1 

1 

Sugar 

... 

0 

0 

9 

0 

1 

3 

Potatoes 

... 

0 

0 


0 

0 

1 

Herrings 


0 

1 

s 

0 

0 

6 


There are several price fixing authorities in Russia 
ranging from the Union Council of Labour and Defence to 
purely local authorities and Co-operative Unions with limit- 
ed powers* The Union Council and the Special Committees 
for regulating the supply and distribution of retail consump- 
tion goods fix the price limits for representative standard 
goods. The local committees adjust the actual prices for 
the various descriptions of articles. Standard prices fixed 
by the central authority may not however be exceeded with- 
out permission from the Council of Labour and Defence. 

The price mechanism is expected to perform two func- 
tions — primarily the preservation of the dynamic equilibrium 
between growing production and capital investment and 
secondarily, the maintenance of the equilibrium between 
demand and supply. Whole influence on prices has not 
been altogether suppressed. While accepting the dictum 
that the price of a given commodity must correspond in its 
final analysis with its production in labour time, Soviet 
planning has attempted to relate such prices to the needs and 
capacities of the different classes of consumers with varying 
purchasing powers. 


^Chossudowsky, op, cit,, p. 139. 
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As Chossudowsky observes^ : “How far individual 
demands, as expressed in the market^ are taken as long-term 
guidance for the direction of production is difficult to 
ascertain, but there is ample evidence that the market data 
are used for producing and the variety of goods in the 
secondary stages of production.” It is unlikely that pro- 
ductive arrangements would be determined by consumers’ 
demand in conformity with the ideal position of laissez faire 
Economics. While demand or “apprisals of individual 
utility” may be considered in deciding the variety of goods 
and their prices, the state plans consumption and prices in 
the interests of social utility, 

The guiding principle is no doubt that of having prices 
assessed at cost plus, but there are substantial departures 
from it.^^^ Goods may be sold below cost or at a price 
exceeding profits by more than the average profit rate. The 
former case is specially noticeable in the case of fuels and 
metals. While this has been inevitable in the initial stages 
of industrialisation, prices, wholesale and retail, are fixed 
so as to assure in the aggregate, a physical surplus over and 
above cost sufficient to sujiply the wherewithal for capital 
construction as provided for by the plan.^^ 

The general nature of the pricing process in Soviet 
Russia can be understood by a study of the two types of 
prices, viz,, wholesale and retail. Agricultural prices and 
their formation have been as an independent unit. They 
govern the other price structures. 

Agricultural Prices 

The collective farms and individual peasants in Russia 
are bound to deliver to the state a definite quantity of 
produce at fixed prices. The price paid for such produce is 
very low compared with the price-level for industrial goods. 
This price may be called the compulsory delivery price 

Op, cit., p. 144. 

Alexander Gourvitch, “The Problem of Prices and Valuation 
in the Soviet System,” American Economic Review, 1936, Supple- 
ment, p. 268. 

11 R.£.S., 1939, p. 139. 
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called ^Government price’ by Nodel.^" This is not uniform 
over the whole country. Irrespective of quality, higher 
prices are paid in some regions. Such arbitrary differences 
in these prices are said to be due to the policy of favouring 
certain regions for political and economic causes. The more 
fertile regions, for instance, are paid a lower price. These 
regions are to subsidise the less fertile regions whose produce 
is awarded a higher price. By this method they hope to 
e(]ualise the earnings of the different regions in the country. 

The compulsory delivery price paid for agricultural 
produce is the basic price in the Soviet system. Most of the 
surplus produce remaining with the collective and individual 
peasants is purchased either by the State organisations 
directly or individual industrial enterprises indirectly. In 
both these cases — centralised purchase or decentralised 
purchase — the prices paid are similar. They arc fixed by 
the conventional price fixing bureaus. This price may be 
called the conventional price. The conventional prices 
should not exceed the limits laid down by the Central Govern- 
ment from time to time. These are invariably higher than 
the compulsory prices. The latter are usually twenty to 
forty per cent lower than the conventional prices. 

A certain quantity of foodstuffs is sold in the open 
market to the city consumers directly. Market prices for 
agricultural produce prevail in the farm market in certain 
towns. Only those peasants who live within a certain radius 
of a town can make use of these markets. Direct sale by 
the peasant is insisted upon even in the case of these 
markets. The competition between the peasants and the 
state as distributors of agricultural produce is found to have 
resulted in a material reduction in the prices of such articles. 

The principle underlying the determination of agri- 
cultural prices appears to be largely one of coercion. The 
basic price is arbitrary in character and based on the system 
of compulsory delivery of agricultural poduce. We must 
not forget that the Soviet Government has kept in view a 
minimum price. The minimum price that the peasant gets 
must enable him to purchase the essential manufactured 

12 Supply and Trade in the US.S,R., 1934, p. 131, 
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goods, supplementary foodstuffs, pay his taxes and carry out 
the planned capital improvements on the farm. With a 
view to promote the incentive for agricultural improvement, 
the decree of 1936 introduced the payment of premium for 
voluntary sales of wheat by collective farms. The amount 
of the premium paid would increase with the quantity of the 
voluntary sales in excess of the compulsory quota due to 
Government. The interests of the peasant and the main- 
tenance of the yield are given the necessary consideration. 
It would thus appear that an attempt has been made to evolve 
a policy of agricultural pricing such that the interests of 
agriculture as an industry are safeguarded with sacrificing 
the needs of the peasants. 

Agricultural prices in any country must influence all 
other prices. Industrial prices, for example, are based 
upon the costs of manufacturing industrial products. They 
consist of the cost of the raw materials and the cost of labour. 
Under Soviet economic organisation other costs like interest 
rates and rent can be ignored. The cost of the raw material 
depends on the arbitrary prices fixed by government for 
agricultural products. Wages for the rank and file labourers 
are determined mainly with reference to tlie cost of food 
which is controlled by the prices paid for agricultural 
produce. The implications of agricultural pri(u’ng arc thus 
far reaching in their significance. 

Industrial and Trading Prices (Wholesale) 

In the organisation of wholesale trade, observes Nodel,’^ 
“the principle that each commodity must pass through the 
minimum number of organisations is strictly enforced. The 
general rule is that each commodity, before reaching the 
shop, must be allowed to pass through no more than two 
commercial warehouses. These bvo are the maximum for 
commodities which require special sorting and cannot be 
sent directly to the retailer.” Wholesale or industrial prices 
consist of three main components.^'* 

13 Op. cit. p. 39. 

1^ 1939, p. 143. 
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(1) Commercial cost of production which itself is made up of 
the average factory cost of production taking into account the 
planned norms of cost — reduction, of a social cost item and selling 
and administrative or cost of the economic organisations 

(2) Profits and 

(3) the turnover tax. 

The production costs and the manufacturing profits of 
any enterprise are planned in advance. Profits are a 
planned percentage which is added to gross production costs 
for arriving at the fixed selling price. Fixed selling prices 
and planned profits (i.e., the diilerence between production 
costs and fixed selling prices) do not in the least influence 
the volume of output or control the consumption of raw 
materials and labour in a given industrial enterprise. All 
that is fixed by the Plan and not controlled by the prices of 
the product or the profit of the enterprise. 

The appropriation of the so called profits of a Soviet 
enterprise indicates very clearly the fundamental dilTerence 
between soviet profits and profits of a free industrial enter- 
prise. In Russia "'profit or the difference between the 
selling price and tlie total production costs is divided into 
three parts. One part goes to the state, as a budgetary 
contribution, another part is paid to the Prornbank as a 
contribution to the funds for general industrial capital 
development, while the third part remains at the disposition 
ol the enterprise or the trust of which it is a unit.” Such 
is the vital difference between the cost price structure of 
Soviet economy and a capitalist enterprise. It is also 
interesting to observe that the prices of these commodities 
are based on the PLANNED PRODUCTION COSTS which 
are arrived at by calculating the average actual cost for the 
previous year. The planned decrease, if any, for the 
current year is allowed as a deduction therefrom. Even 
such costs are fixed on the basis of the average costs for the 
whole of the individual industry. A Soviet enterprise which 
may not be able to produce the given commodity at the 
planned price does not automatically cease to do business. 
Weak businesses are kept alive by granting subsidies from 
Government. Industrial prices are accordingly described as 
accounting prices. 
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The prices of two different articles cannot be said to 
measure in any sense their relative value or utility. They 
represent perhaps the number of labour time units consumed 
in their manufacture. In spite of its defects the price 
structure has been very useful to the planning authorities in 
comparing the relative efficiency of the several industrial 
undertakings under their control. The State makes use 
of the price mechanism for controlling waste and extra- 
vagance. 

Goods produced and priced by the manufacturing 
syndicates or trusts are passed on to the wholesale organisa- 
tions of the retail system in Russia. To the price of the 
finished goods a turn over tax is added on. The tax ranges 
between 8 and 50% of the wholesale industrial price of the 
commodity. The tax is imposed on nearly all articles and 
varies enormously according as the policy of the Soviet 
Government is to encourage or restrict the consumption of 
the commodity under question. 

Theoretical production costs and the principles of 
sumptuary legislation may thus be said to govern the struc- 
ture of wholesale prices. 

Retail Prices- 

In the Soviet Union, retail trade is synonymous with 
the States’ organisation for the distribution of consumption 
goods to the population. There are very few independent 
middlemen. The consumers’ co-operative organisation and 
the state retail institutions controlled by the Commissariat 
for internal trade are the agencies entrusted with the control 
and management of retail trade. 

A large proportion of the spending power of the public 
is made up of incomes received either in the shape of wages 
or purchase prices for primary commodities. These incomes 
are directly derived from the State. Soviet prices are not 
influenced by the price-level prevailing in the neighbouring 
countries of Europe. State control of consumption is there- 
fore much easier in Russia. Still the large variety of the 
products, the wide extent of the country and the difficulties 
involved in controlling the desires of the individual citizen 
have complicated the problem of retail pricing. 

F. 19. 
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Besides exercising a control over the distribution of 
goods, the price fixing authorities in Soviet Russia attempt 
to fix the total consumption and determine the relative 
consumption of the different classes of commodities. The 
retail price policy must also act as a means whereby the 
Government can control ''the relation between national 
consumption and national saving.” 

The retail price is composed of the wholesale or 
delivery price and the retail price additions consisting of 
costs of distribution and budgetary additions. The relation 
between output and retail prices has become more simplified 
since 1935. A rise in retail prices cannot however act as 
an automatic stimulus to production. Demand can only 
react on prices and not on supply. To adjust the forces of 
demand to those of planned supply, two expedients have been 
en.ployed by the Soviet authorities, viz,, rationed supplies 
and manipulated retail prices. 

Rationed supplies characterised Soviet economic life 
till the opening months of 1935. The extensive use of 
rationing led to the establishment of the multiple price 
system. Several types of retail prices were in operation.^^' 
More than half a dozen types of retail prices have been 
mentioned by writers on Soviet economics. This is known 
as the ^'policy of differentiated prices on the basis of class 

Soviet Money and Finance, by L. E. Hubbard, pp. 139-144). 

(1) Normal (ration) pric'^'s at wbicl) limited (]uanlitics of foods 
were sold to those possessing ration cards; 

(2) Country prices at which the peasants could buy manufac- 
tured goods at village co-operative shops; 

(3) Commerical prices at which unrestricted amounts of all 
consumption goods, except bread and cereals, were sold by the 
State commercial shops in the towns; 

(4) Conventional prices at which the town consumers bought 
produce direct from the peasants; 

(5) Open-market prices at which the town consumers bought 
produce direct from the peasants; 

(6) Single bread price — the price midAvay between the rationed 
and commercial prices; 

(7) Torgsin or ‘gold’ rouble prices which applied to grticle^ 
relating to external trade, 
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discrimination.”^^^ Gradually the prices all round were 
advanced through increases in the turnover tax and the 
poorer section was very hard hit. Rationing led to waste and 
illegal profiteering. The defects of rationing were 
recognised fairly early by the Soviet leaders and by 1935 
they returned to open market conditkins in retail trade. On 
1st January, 1935, bread and most cereal foods were first 
derationed. So in order to broaden the market, the single 
price system was adopted. ‘‘ The single prices are fixed 
midway between the former commercial prices and the 
normal prices, i.e., those which prevailed in rationed and 
regulated distribution.^^ Though the abolition of rationing 
normal prices, i.e., those which prevailed in rationed and 
commercial prices, the new market prices or the so called 
single retail prices vary considerably in the different parts 
of the country. The great extent of the country and the al- 
most entire dependence of the population on local markets 
for the goods they need, has necessitated the division of the 
country into different price zones. Price unification is 
usually followed in these geographical zones and not for 
the country as a whole. 

De-rationed retail prices are made up of two parts. 
The planned portion in it is to cover the fixed wholesale 
prices plus the costs of the rctaining enterprise besides leaving 
a fixed percentage of profit. To this planned portion is 
added a certain amount for equalising demand and supply. 
As the sole supplier of consumption goods to the people, the 
Government would push up the planned price by adding 
this extra sum. This extra sum is necessarily arbitrary. 

The addition to the planned retailed price resembles to 
some extent the profit derived by a monopolist. It is how- 
ever necessary to bear in mind that the whole of this extra 
amount is paid direct to the budget. The so called mono- 
poly profit is made available to the whole community. 
There is a fundamental difference between monopoly prices 
under capitalism and Soviet prices. The control over price 
in the case of a monopolist is exercised to secure the most 


American Economic Review, 1936, Supplement, p. 281. 
17 Ibid. 
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favourable prices for his monopoly goods. He may ration 
his supplies, fix arbitrary market prices or pursue a policy 
of discriminating pricing — the policies pursued in Soviet 
Russia. Whether the monopolist fixes prices or the quan- 
tity, his aim is to secure for his goods a market price higher 
than the competitive equilibrium price. It must yield him 
the higher profit. Soviet prices on the other hand are in- 
fluenced by entirely different considerations. The needs 
and capacities of the consumers with different levels of 
purchasing power and the needs of planned production are 
the primary considerations in the determination of Soviet 
prices. Social welfare and monopoly profit are entirely 
different considerations. 

Conclusion 

The success of planning prices in the U. S. S. R. can- 
not be accurately known, though the general impression is 
that yet much remains to be done, Alexander Gourvitch 
observed “The system of conventionally low prices in 
transactions between socialised enterprises, prices for basic 
metal primarily, has at no time worked smoothly and has 
been constantly giving rise to difficulties, which have had to 
be met by emergency devices.” 

“As far as agricultural price policies arc concerned” 
adds the same authority,^” “the greatest administrative suc- 
cess achieved in the way of checking the growth of money 
cost of industrialisation has been the virtual stabilisation of 
agricultural prices since 1928 in the face of an enormous 
rise of prices of manufactures.” Russian experience of 
nationalised trading is stated to have been not too encourag- 
ing.^* On the other hand W. Nodel, a leading Soviet expert, 
considers^^ that great advantages have been realised by the 
consumers by planned trade. The elimination of the private 
trader and the improved organisation of co-operative and 

18 Op. cit. p. 282. 

i" Ibid., 6. 276. 

Burrows, op. cit., p. 212. 

^1 Supply and Trade in the U.S.S.R., Ch. Ill 
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Soviet trade have reduced the cost of trade and eliminated 
altogether the anarchical character of capitalist trade.” It 
is alleged by others"" that the Soviet are guided by political 
motives in fixing price levels for the price of those goods 
over which the state has a monopoly and whose distribution 
and consumption are completely ;*egulated. 

Whatever the truth, we must bear in mind two impor- 
tant facts, viz.^ the purpose and ideal of the Soviet and the 
short period of the experimentation with planning prices. 
In the Soviet system price has a different rnecining and is the 
result of a set of circumstances different from those of a 
capitalistic system. The Russian trusts and syndicates are 
in their outward form created on the models of a capitalistic 
system. At the same time they are dominated by a com- 
munist economic conception which dose not prevail in the 
rest of the world. On their controlled markets they charge 
different prices for the same products according to the con- 
sumers’ needs and capacity, and the producers’ hardship and 
needs. 

Under conditions of free competition a far reaching 
‘‘automatism’ regulates production and market conditions. 
In Soviet pricing an attempt is made to replace the effects of 
‘mechanical market selection’ by the decisions of a well 
qualified central planning authority. 

The price mechanism cannot determine the production 
of commodities in Soviet Russia; it is however helpful in 
directing the modes of life of the producers and the con- 
sumers. In the words of Barbara Wootton “ . . . the Soviet 
planned economy has rendered the price mechanism entirely 
useless in certain spheres and has practically dispensed with 
it in others. ... it has apparently retained that mechanism 
as the means of giving effect to a certain proportion of the 
decisions that all economic systems have to make particular- 
ly as an instrument for regulating the actions of people, as 
distinct from the disposal of things . . . But this mechanism 
is always employed with difference so that even where the 
plan apparently follows its readings, the results obtained 

Pietro Sessa; Cli. on “Social Problem” in Soviet Economics 
op. cit, p. 286. 
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may be quite different from those which would be realised 
under an unplanned economy.” 

SUMMARY 

[Price determination in Soviet Russia is merely an instrument 
for realising the social ideal of socio-economic optimum ol welfare. 
Economic equilibrium has a different significance. To achieve 
this purpose, the supreme authority controls all production, distri- 
bution and even consumption. Apart from this completely differ- 
ent purpose of price in social economy, the social price structure 
is isolated from the rest of the world and therefore has been little 
inlluenced by outside movements as is evident by comparing the 
English and Soviet prices of staples. 

Market demands of individuals guide but not determine either 
quantity or prices. The basic principle of pricing is ‘'cost plus”, 
though there are substantial departures from it, c.g., in fuels and 
metals. This general nature of the pricing process is illustrated in 
the paper by a detailed analysis of agricultural and industrial 
prices, wholesale and retail. The basis of the compulsory delivery 
prices, the conventional price and the market price is discussed. 
The ingredients of “Price” viz., cost, profits and the turnover tax 
are explained and their significance is pointed out. While costs 
are not always covered by price, profits have a different significance 
in the U.S.S.R. Theoretical production costs and the principles of 
sumptuary legislation largely govern the structure of wholesale 
prices. The paper also discusses retail price in their components 
of wholesale prices, costs of distribution and budgetary additions, 
and the structure of rationed and derationed prices. 

This review of the pricing process prevailing in Russia forces 
the conclusion that while planning of prices has not so far been 
completely either successful or beneficial, the period of experi- 
mentation has really been too short for a conclusive opinion re- 
garding such planning.] 
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Introduction — The Problem Stated 

In the economic sphere, human conduct is determined 
solely by the fact that productive resources are scarce rela- 
tively to the desired ends so that a selective distribution of 
them over alternative uses is always necessary. The funda- 
mental problem, therefore, for every community — whether 
Capitalist or Socialist is to achieve a rational allocation of 
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the limited resources available for the satisfaction of the 
almost unlimited number of wants. Every society must 
have a scientific method of what and how much to produce, 
of choosing between alternatives and of achieving its end 
with the greatest possible economy of productive resources. 
In other words, every society must aim at an ideal or ration- 
al allocation of its resources. 

The method of the Capitalist society is the system of 
production for profit and exchange in a free competitive 
market. As a result of competition for profit, a competitive 
economy tends to bring about a rational allocation of its re- 
sources automatically. Not only will the business men be 
forced to economise their resources and thereby minimise 
their costs but also to make the selling price of their pro- 
ducts cover their costs. 

This tendency towards an ideal allocation of productive 
resources is brought about only under conditions of perfect 
competitive equilibrium. In practice, however, due to the 
existence of monopoly among producers and inequality of 
incomes among consumers, allocation of resources under 
capitalism is far from perfect. There is a great deal of 
waste and inefficiency. To get rid of the waste and remove 
the inefficiency, the blind forces of competition that govern 
allocation in Capitalist societies must be replaced by a system 
of Central Socialist Planning. Contrasted with a Capitalist 
society, productive resources, in a Socialist society are 
owned by the state authority and operated by a Central 
Planning Authority, not with a view to profit, but for* the 
direct service of those whom the authority represents. But 
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a Socialist economy socialises production only as contrasted 
with communism which socialises both production and con 
sumption. There is not only freedom of choice in consump- 
tion but also freedom of choice in occupation. Preferences 
of consumers as expressed in iheir demand prices (which 
are themselves based on money incomes assured to each 
citizen by the State) are still retained as the guiding criteria 
of production and ultimately of the proper allocation of 
resources. 

The problem is: can resources be put to work in such 
a society, so that most will be made of them? that is, can 
resources be economised? In more technical language, is 
an ideal allocation of resources as that under competitive 
equilibrium possible in a Socialist economy? In fact, this 
problem of a rational allocation of resources is the central 
problem of Socialist economics. 

Professor Von Mises, a leading opponent of Socialism, 
holds that a rational allocation of resources is im|)ossiblc in 
a Socialist stale on the ground that public ownership of the 
productive resources abolishes the market for them; without 
such a market, there can be no prices for them; and with- 
out prices, which indicate the relative importance of the 
factors of production, economic calculation or economic 
accounting is out of the question. But Oskar Lange, a 
Polish economist has shown that if prices are viewed not in 
the narrow sense of the word as exhange ratios on a market 
or the money for which a commodity or service can be ob- 
tained, but in the broad sense of ‘^terms on which alter- 
natives are offered,” there is no difficulty for Socialism. 
For the absence of a market does not prevent the setting up 
of accounting prices or provincial valuations for tho pur- 
pose of allocating resources. 

But Professor Mises argues that the accounting prices 
may be quite arbitrary and not as economically significant 
as they are in a capitalist economy. However, Barone, an 
Italian economist had already proved as early as 1908 that 
in principle the accounting prices of a Socialist economy are 
economically as significant as the market prices of a com- 
petitive economy. By using a series of simultaneous equa- 
tions, Barone was the first to show that a Socialist economy" 
F. 20 
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could make a rational allocation of resources in substantial- 
ly the same way as a ca})ilalist economy. 

A second line of attack lias been taken up by Professor 
Hayek and Kobbins of London. They admit that a ration- 
al allocation of resources is theoretically possible in a 
Socialist stale but deny that it can be worked out in practice. 
They point out that in order to determine prices, the Central 
planning Authority in a Socialist slate must have ‘"complete 
lists of the different quantities of all commodities which 
would be bought at any possible combination of prices of 
the different commodities that might be available.” They 
aigue further that the Central Planning Authority would 
have to solve thousands, even millions of simultaneous equa- 
tions before economic decisions could be taken; and they 
point out that there is no means known at present by which 
they can be solved in a lifetime. 

This argument lias been effectively met by Professors 
Taylor and Lang(‘ of the linited States and Dr. Dickinson and 
Mr. Dobb of England. They have shown how a rational 
allocation of resources in a Socialist economy could be 
carried out by a method of trial and error in ])racticaUy the 
same way as in a cornpelitiva^ one. 

Ideal Allocation under Competitive Equilibrium 

It is necessary at the outset to make clear the concept 
of an "Tdeal” allocation of resources. An allocation of re- 
sources will be id(‘al only if it secures maximum aggregate 
satisfaction with a ininimiun use of such resources. Eco- 
nomy in the use of productive resources for the attainment 
of the highest total satisfaction is the very nine qua non of 
an ideal allocation of resourc(*s. Such an ideal allocation 
is achieved only undt'r conditons of perfect equilibrium in a 
fully free competitive market. 

Now to reach a position of equilibrium, twm conditions 
must be satished. In the first place, producers must aim at 
securing maximum profits by minimising costs and by mak- 
ing their selling price equal to the cost of producing the 
commodities. This may be called the subjective condition 
and is actually brought about by combining the factors of 
production in such proportions as to equalise the marginal 



ALLOCATION OF KESOURCES IN A SOCST. ECONY. 515 


productivity of the amount of each factor which can be pur- 
chased for a unit of money. Secondly, the demand for each 
commodity must be equal to its supply. This may be called 
the objective condition and is carried out in practice by a 
method of trial and error. 

The method of trial and error in a (ompelilive eco- 
nomy is based on what may be called tin* Parametric Vunc- 
iiori of Prices; that is, on that fact that although the prices 
arc' a resultant of the behaviour ol all individuals on the 
market, each individual separately regards the actual market 
prict'S as given data to which he has to adjust himself. 
Each individual tries to exploit the market situation con- 
fronting him whicli he cannot (*ontrol. Market prices are 
thus parameters determining the behaviour of the indivi- 
duals. 

Each individual entrepreneur starts on the basis of 
actual prices prevailing on the market. With these historb 
cally givefi market prices, h(‘ lulldls the subjective equili- 
brium condition by trying to minimise costs and to make the 
selling orice of the [)roducl equal to the cost of producing 
it. By these means, he tries to obtain maximum profits. At 
the prevailing market prices, a certain quantity of each 
commodity is demanded and a eerie, in quantity is supplied. 
The objective condition of equilibrium now comes into play. 
If the quantity demanded and the ejuantity sup[)lied happen 
to be equal, a stale of equilibrium is reached and ideal allo- 
cation is attained. If, however, the quantities demanded 
and the quantities supidied diverge, the competition of 
buyers and sellers will alter the prices. Prices of those com- 
modities, the demand for which exceeds the supply rise, while 
the prices of those commodities where the reverse is the case, 
fall. As a result there is established a new set of prices 
which serves as a basis for the individual’s striving to maxi- 
mise their profits from the ownership of their productive 
resources. A new set of quantities demanded and supplied 
are established. If demand and supply are not equal for 
each commodity, prices change again and there is another 
set of prices which again serve as a basis, for the individual 
rearranging of choices; and thus there is a new set of quan- 
tities demanded and supplied. And so the process goes on 
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until finally equilibrium is reached and the quantity de- 
manded and the quantity supplied are equal to each other. 

It is only under conditions of perfect competition that 
such a slate of equilibrium i s reac hed and an ideal allocation 
of resources achiev(‘d. But iii Actual life, conditions of per- 
fect competition are never realised; and so under capitalism 
a large part of the productive resources are misdirected and 
wasted. For instance, in modern conditions, monopoly 
power is widely exercised in a number of industries. In 
order to secure high prices, the monopolist very often res- 
tricts output, which implies that he restricts the (juanlity of 
resources at work in his industry below the quantity that 
would be at work there, if resources were ideally allocated. 
Again, under capitalism with a regime of imperfect com- 
petition, a large amount of resources is devoted to one or 
another sort of advertisement. Much of the expenditure on 
competitive advertisement, whose ultimate purpose is to 
switch about peojde’s tastes in a purely irrational way is 
sheer waste — an allocation of productive resources that has 
no net yield. Further, certain industries entail costs outside 
themselves or confer benefits for which they do not receive 
payment; or in technical language, marginal private and 
marginal social costs of production are not everywhere iden- 
tical. Finally, in the present economic system, there is a 
gross inequality of incomes, which has resulted in a great 
waste of productive resources as they are more diverted 
to the satisfaction of the whims of the rich and not in na et- 
ing the vital needs of the poor. 

These ty])es of waste would not be present under per- 
fect competition; but in capitalism as it is actually consti- 
tuted they play a large part. They entail a substantial 
diversion of productive resources from the ideal allocation. 
We have now to examine whether a Socialist economy can 
bring about a rational allocation of resources better than a 
Capitalist one. 

Socialist Allocation of Resources 

The greatest merit of a perfectly free competitive sys- 
tem is that under it, it is possible to achieve an ideal alloca- 
tion of resources. Individual entrepreneurs lend to attain 
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by the method of trial and error, an equilibrium position at 
which there is not only a minimisation of costs bul also an 
equilisation of the selling price of the product to the cost of 
producing it. Further at the point of equilibrium, the 
amount supplied will be exactly equal to the amount de- 
manded, so that there is no waste of productive resources 
and no demand remaiiis unsatisfied. A socialist economy 
must also attain such an equilibrium position, if it should 
economise its productive resources. 

Tliere are two fundamental differences between a 
Socialist and a Capitalist economy, which are significant so 
far as the problem of allocation of resources is concerned. 
First, the productive resources in a Socialist economy are 
owned by the State and directed by a Central Planning 
Authority, though there is freedom of choice of consum])lion 
and freedom of choice of occupation. There is thenffore no 
genuine market in a Socialist economy for capital goods and 
productive resources other than labour and no market prices 
for them. Secondly, the decisions of the managers of pro- 
duction in Socialist economy are not guided, as in a capital- 
ist one, by the aim of maximising profit. Instead the 
(kmtrai Idannng aims at satisfying consumer's prclrn'cncc^i 
in the best way possible; these preferences being basc'd on the 
total income assured to them by the state. 

Now, the crux of the problem of alloccition lies in the 
determination of the relative or effective importance of the 
factors of production. Their relative importance is derived 
from the importances of the large number of commodities 
which emerge from all the productive process. The ques- 
tion is, how in a concrete way is the relative im])ortance of 
each factor determined? This can be done in a Socialist 
economy by imputing to each factor a provisional valuation 
in terms of money, on the basis of which, correct accounting 
pi ices can be obtained by applying the method of trial and 
error in exactly the same way as that in which prices are 
actually determined in a competitive market. 

We have seen that under capitalism, the method of 
trial and error is based on what is called the Parametrie 
Function of Prices, A price structure as objective and as 
economically significant as the one under capitalism can be 
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obtained in a Socialist economy, if the Parametric Function 
of Prices is retained. Under a Socialist economy, the Para- 
metric Function of Prices would be imposed as an account- 
ing rule and all decisions and all accounting of individual 
plant managers would be made as if prices were indepen- 
dent of the decisions taken. For purpose of accounting, 
plant managers would treat prices as constant, just as they 
are treated by businessmen under the competitive system. 
Thus the Central I^lanning Authority in a Socialist economy 
can also base its method of trial and error on a Parametric 
use of prices. 

The Central Planning Authority will start with a set 
of historically given prices actually prevailing in the mar- 
ket much in the same way as capitalist entrepreneurs do. 
It need not depend upon guess work lor the initial prices. 
All decisions of the managers of production who direct the 
f)roductive resources under public ownership and also all 
decisions of individuals as consumers and as suppliers of 
labour arf^ made on the basis of these prices. While mak- 
ing their decisions, they must always observe two rules; 
first, minimising of costs and second, making their selling 
prices equal to their cost of producing the commodities: the 
subjective condition of equilibrium will thus be satisfied. 

As a result of their decisions, the quantity demanded 
and supplied of each commodity is determined. If the 
quantity demanded of a commodity is not equal to the quan- 
tity supplied, the price of that commodity has to be charged. 
It has to be raised if demand exceeds supply and lowered if 
supply exceeds demand. Thus the Central Planning Author- 
ity fixes a new set of prices which serves as a basis for new 
decisions and which results in a new set of quantities de- 
manded and supplied. Through this process of trial and 
error a point will be reached when the quantity supplied 
will be equal to the quantity demanded. The objective con- 
dition of equilibrium is also satisfied and a rational alloca- 
tion of resources achieved. 

It is to be noted that there would be no necessity for the 
Central Planning Authority to have before it data as to 
relative productivities in every imaginable combination of 
possible situations; nor is it necessary for it to solve millions 



ALLOCATION OF RESOURCES IN A SOCST. ECONY. 519 

of equations, as Professors Hayek and Robbins expect. 
In practice, the question would always at any one time arise 
in the form of a movement from a pre-existing situation; 
and the relative productivity of changes in the neighbour- 
hood of the initial situation is all that would be required 
and probably all that in any system could be known. The 
Planning Authority need not know the productivity oi every 
conceivable combination of resources more than the jirivate 
enterpreneur needs to know it today in order to decide 
whether to shift resources from one use to another. 

Further, no knowledge of higher mathematics is needed 
for establishing the right accounting prices which serve as 
Parameters to persons who solve equations daily. Nor is 
there any need for a knowledge of the demand and sup^dy 
functions. The right prices are simply found out by watch- 
ing quantities demanded and quantities supplied and by rais- 
ing the price of a commodity or service whenever there is an 
excess of demand over supply and lowering it when the 
reverse is the case, until by trial and error the price is found 
at which the demand and sup})ly are equated. 

Thus the process of determining the equilibrium price 
and on the basis of it arriving at a rational allocation of re- 
sources is substantially the same as that in a competitive 
one. The Central Planning Authority performs the func- 
tions of the market. It establishes the same (‘ssential con- 
ditions, the Parametric use of prices in accounting; and the 
two essential rules, viz., minimisation of costs and equality 
of marginal cost and selling price of the product — for com- 
bining the factors of production, for choosing the scale of 
output of a plant, and for determining the output of an in- 
dustry. The Central Planning Authority enables a Social- 
ist economy to ascertain the relative importance of the fac- 
tors of production and to make a rational allocation of 
resources. 

Critique of Socialist Allocation 

If the same procedure for achieving a rational alloca- 
tion of resources is to be adopted by a Socialist economy as 
is done by a Competitive one, what is the advantage to be 
derived from changing over to Socialism? A Socialist eco- 
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nomy is superior to a Capitalist one in a number 
of important respects. In the first place it can reach 
the right equilibrium prices, i.e., prices which balanced sup- 
ply and demand, by a much shorter succession of trials than 
a competitive market actually does. It can do this simply 
because the Central Planning Authority will have a much 
greater knowledge of what is happening in the economic 
system as a whole than any private entrepreneur can possib; 
Iv have under capitalism. As Dickinson says, the system 
works as it were, in a glass house in which all the details of 
ihe mechanism and its working can be followed. 

Possessed with a greater knowledge of the economic 
system as a whole, the Central Planning Authority will be in 
a better position than a Capitalist society, to take into 
account all the alternatives sacrificed and realised in pro- 
duction. The most important alternatives, like life, secu- 
rity, and health of the workers are, under private enterprise, 
largely sacrificed without being accounted for. A Socialist 
economy, on the other hand, would be better able to put all 
the alternatives into its economic accounting. Thus it would 
evaluate all the services rendered by production and take 
into account all the alternatives sacrificed. By doing so, it 
would avoid much of the social waste connected with private 
enterprise. As Professor Pigou has pointed out, much of 
this waste can, to a certain extent, be removed by a proper 
system of bounties, taxes and legislation within the frame- 
work of the capitalist system itself; but a Socialist economy 
can do it more thoroughly than the Capitalist economy. 

Of greater significance is the fact that because a Social- 
ist economy, can take into account all the alternatives, it can 
control the fluctuations of the trade cycle much better than 
the present Capitalist economy. Severe depressions and 
acute unemployment would not be likely to occur. It is 
true that grave mistakes such as misdirection of investments 
and jiroduction would undoubtedly be rnade^in a Socialist 
economy also. But such mistakes need not lead to shrink- 
age of output and unemployment of factors, spreading over 
the whole economic system. The great advantage of a 
Socialist economy is that mistakes can be^ localised. Over- 
production in one part of the economic organisation may 
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not be allowed to spread and become a general one. Losses 
in one part of the economy need not be corrected, as is done 
under capitalism, by measures that create in other parts 
still further losses by the secondary effect of a cumulative 
shrinkage of demand and of unemployment of the factors of 
production. 

The second important advantage of a Socialist economy 
over a Capitalist one is in the distribution of incomes. A 
Socialist economy can so distribute incomes as to maximise 
social welfare. But under Capitalism incomes are distri- 
buted according^ to the ownership of the means of produc- 
tion. These are privately owned by the few, while the 
masses own nothing but their labour power. Under such 
conditions, demand price or what consumers are willing and 
able to pay for commodities which they want, does not re- 
flect the relative urgency of the needs of different persons. 
On the other hand, it reflects the incomes of the many who 
go without necessities and the few who enjoy luxuries. 
Thus under the Capitalist system, the allocation of resources 
as determined by the demand price of consumers is far from 
attaining maximum social welfare. 

If incomes are to be distributed so as lo maximise 
social welfare, two conditions must he satisfied, first, the 
same demand price offered by different consumers must re- 
present an equal urgency of need. Second, the services of 
labour must be distributed among the different occupations 
so that the value of the marginal product of labour must be 
equal to the disutility involved in pursuing these occupa- 
tions. In other words, the product which is added by apply- 
ing the last unit of labour that will pay for itself must be 
equal to the discomfort or exertion necessary to produce it. 
There is no doubt that a Socialist economy can satisfy these 
twcr conditions much better than Capitalism can ever do. A 
Socialist economy could distribute incomes among indivi- 
duals in such k way as to make each one have the same mar^ 
ginal utility from his income. It could strike the right 
average in estimating the relative urgency of the needs of 
dfferent persons, making only a few errors. But the distri- 
bution of income in the Capitalist economy introduces a 
constant error — a class error in favour of the rich. 

F, 21 
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Again, another advantage of the Socialist economy is 
that a rational allocation of resources is made under it more 
directly than under the present capitalist system. In an in- 
dividual economy, a market for factors of production serves 
to generalise data in the form of a price for them; and 
through the medium of this price procures the allocation of 
resources automatically between industries. But this is the 
only instrument which exists in such an economy for achiev- 
ing an allocation of resources. That in a socialist economy, 
it should be thought necessary for the managers of various 
plants, having ascertained the necessary data about produc- 
tivities to use these data to play an elaborate game of bid- 
ding for the factors of production on a market, instead of 
transmitting the information direct to the plant managers is, 
according to Dobb, a ‘‘Heath Robinson” kind of suggestion. 
Moreover, it has the positive disadvantage, that in playing 
such a game, the managers of socialist enterprises would be 
as much in blinkers as to the concurrent decisions being made 
elsewhere as are private entrepreneurs in the capitalist eco- 
nomy and thus would be subject to a similar degree of com- 
petitive uncertainty. 

Further, the evil of monopoly, over the present Capi- 
talist allocation of resources can be largely overcome by 
extending the range of public ownership and public opera- 
tion to industries in which they have not yet been introduc- 
ed. Similarly, it is preferable to extend Socialist ownership 
and control to industries in which the wastes of competitive 
advertisement are very great. 

Against these advantages of a Socialist economy, there 
are a few disadvantages. In the first place, there is an arbi- 
trary rate of capital accumulation under Socialist economy. 
It is obvious that a Socialist economy must set aside capital 
for maintenance and new investments so that the standard^'of. 
living may be increased. For such an accumulation of 
capital, a price must be set: that is, interest must be charged 
for the use of capital. But the rate of interest under a 
Socialist economy cannot be determined by consumers’ pre- 
ferences as it is under Capitalism; for most of the capital is 
owned and controlled by the state. That the rate of interest 
will be determined not by consumers deciding how much to 
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save but arbitrarily by the Central Planning Authority may 
be considered to lead to a reduction of social welfare. 

But it is doubtful whether, from the economic standpoint, 
a rate of interest reflecting consumers’ preferences is super- 
ior to one set arbitrarily by the Central Planning Authority. 
In this connection, we must distinguish between the short 
period and the long. In the short period, under both 
Capitalism and Socialism, the amount of capital is regard- 
ed as constant, and the rate of interest is determined simply 
by the condition that the demand for capital is equal to the 
amount available. Here, the Central Planning Authority 
will begin as before, with a rate based on historically given 
rates and adjust these rates by a method of trial and error 
until the correct rate was attained. Such a procedure would 
be substantially the same as that at present followed under 
the Capitalist economy. 

The chief diflerence however between a Capitalist and 
a Socialist economy occurs in respect to the long period. 
In the present economic system, saving is only partly deter- 
mined by considerations of utility; the rate of saving is 
affected much more by the distribution of incomes, which is 
irrational from the economic point of view. Further in a 
capitalist economy, saving of capital may not be followed by 
an appropriate rate of investment; and poverty instead of in- 
creased prosperity may result from saving. Thus, under 
capitalism too, the actual rate of capital accumulation is 
divorced from the preferences of the people. But the rate 
of capital accumulation determined corporately in a Social- 
ist state may from the economic point of view prove to be 
more rational than the actual rate of saving under capital- 
ism. However, it must be admitted that a Socialist economy 
suffers from an arbitrary rate of capital accumulation and 
of interest in the long run. 

Again, under capitalism it may be possible, in prin- 
ciple, to set right maladjustments due to divergencies bet- 
ween private and social costs by an appropriately devised 
system of bounties and duties. But the practical difficulty 
of determining the right rates of bounty and of duty is 
extraordinarily difficult. The data necessary for a scientific 
decision are almost wholly wanting. As a matter of fact, no 
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attempt has ever been made in a capitalist regime to use 
bounties and duties for bringing about adjustments between 
marginal private and marginal social costs. A Central 
Planning Authority also is not in a more favourable situa- 
tion than the Capiatlist economy to obtain data required for 
these calculations. For, what is needed in order to bring 
about an adjustment is not will, but knowledge. The rele- 
vant knowledge is of a sort that we do not at present possess 
and the gaining of it in course of time is no more likely 
under the one system than under the other. 

Further, a Socialist state would not be a self-contained 
one; but it would stand as one among a number of other 
states, some perhaps Socialist and others Capitalist. Some 
of the consumption goods that the Socialist State required 
would presumably be obtained by way of exchange with 
products made in other states. Flere is a further source of 
complication — complication made all the greater if condi- 
tions of production and of demand in these other states are 
liable, as they might well be, to large and frequent varia- 
tions. 

In view of all these difficulties, the practical task of a 
Central Planning Authority seeking to achieve an ideal allo- 
cation of productive resources would be a formidable one 
in which it is not possible to be entirely successful. An 
approach to full success depends mostly upon the will and 
capacity of the controlling authority and of the agencies 
through which it works. But except in a world of super- 
human beings, grave and fundamental mistakes are sure to 
be made. The bureaucratic management of economic life 
is in the last resort the real danger of Socialism. 

No doubt an ideal allocation of productive resources 
can in principle be made in a Socialist economy. But the 
data and the instruments required for putting the principles 
into practice are lacking at present. It is, therefore, not 
possible to overcome the shortcomings of the present Capital- 
ist system by the mere substitution of a Socialist machinery 
in its place. 

In the meanwhile, the economist cannot afford to stand 
still, but must come out of his cloister, and even with the 
help of the imperfect materials at his disposal, must make 
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an attempt to approach the ideal; for he has to discharge a 
double responsibility — that of an expert and that of a man 
of the world. In this attempt, it is better for him to follow 
Professor Pigou’s advice that is, “to follow the path of 
gradualness — to mould and to transform and not violently 
to uproot.” But as Professor Pigou adds “Gradualness im- 
plies action and is not a polite name for standing still.’ If 
however “ the economist does not come down from his 
cloister to walk in the market-place, the world and his 
cloister,” as pointed out by Dr. Dobb “may soon start tumbl- 
ing about his ears.” 
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Tobacco is the most democratic luxury, is a rich man’s 
solace and a poor man’s comiort. The tobacco industry has 
suffered practically no set-back during the recent depression 
period. Over three-fourths of the world’s area under toba- 
cco is concentrated in America and Asia. Normally U. S. A. 
stands first among the tobacco producing countries of the 
world, excluding China, with India as a close second. The 
tobacco crop holds an important place in Indian agriculture 
and it is the leading cash crop of the cultivators in many 
parts of the country. Further expansion of the production 
and trade will depend on maintaining and improving the 
quality of Indian tobacco. Better prices can be secured for 
growers by effecting economies in distribution, establishing 
and regulating open markets and by adopting uniform 
standard quality grades. At present, the share of the con- 
sumers’ or manufacturers’ price obtained by the grower is 
small, being only 10 annas in the rupee in the case of inter- 
nal trade, and in respect of tobacco leaf exported to United 
Kingdom, the grower gets only about 6 annas in the rupee 
paid by the buyers for stripped leaf. 

In British India the average area under tobacco (from 
1929 to 1936) was 1,051 thousand acres or 78 per cent of 
all-India total. The provinces of Bengal, Bihar, Bombay 
and Madras account for four-fifths of the total area. The 
share of the Madras Presidency comes to 19'5 per cent, of 
all-India acreage, while half of this or 1,20,000 acres is 
confined to the Guntur area alone. The area under Virginia 
tobacco in the Guntur District has been increasing. Nizam’s 
Dominions, Deccan States, Gooch Behar and Baroda States 
contribute 75 per cent to the tobacco production in the 

5?6 
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Indian States which devote about 300 thousand acres for 
tobacco cultivation. In Burma, tobacco is raised on 102 
thousand acres. Considering the figures for the ten years, 
1925 — 35, India produced on the average 514 thousand 
tons of tobacco annually of the value of Rs. 219 crores, 
v/hile Burma produced 45 thousand Ions valued at Rs. 1*5 
crores. Thus it will be seen that tobacco acreage is concen- 
trated in certain areas and that there are small fluctuations 
in the area under this crop. 

Of all the agricultural crops the tobacco crop is one of 
the most susceptible to changes in soil, climatic conditions 
and cultural operations. The periods of sowing and harvest- 
ing vary from province to province. Even different fields 
in the same locality require different tillage o])erations. The 
farmer knows that the quality he offers for sale and the 
price it fetches depend largely on the method of harvest and 
curing. Other factors determining the price-level are sort- 
ing, bulking, re-conditioning, bundling and packing. From 
the view-point of the grower, he can thus obtain 9 annas or 
more per lb. of flue-cured cigarette tobacco of the first grade 
as against 2 annas per lb. of the fifth grade. Certain charac- 
teristics — colour, texture, size of leaf, strength, flavour, burn- 
ing capacity — are required to qualify the product for com- 
mercial sale and consumption. The yield per acre varies 
in accordance with the type grown and the irrigation sup- 
plied. In the Guntur area the yield per acre of raw 
Virginia cigarette leaf is about 750 lbs., and of country 
cigarette tobacco is 1200 lbs., while the British India aver- 
age per acre is 960 lbs. (including the stalk of the plant). 
At present tobacco occupies 4 out of every 1,000 acres of the 
sown area, but this acreage is expanding by 2 per cent per 
annum. The bulk of tobacco-growers are small farmers 
who sell their crop immediately after harvest at the rates 
ruling then. More than three-fifths of the tobacco crop 
finds its way to markets from February to July. In the 
Guntur area about 90 per cent of the crop is sold by growers 
bv the beginning of April to exporters and manufacturers, 
while the balance is exported to foreign countries on their 
own account. There are no marked seasonal variations in 
the flow of market supplies. 
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The total average annual imports into India and Burma 
of all types of unmanufactured and manufactured tobacco 
are only 4*8 million lbs. valued at Rs. 95*3 lakhs of which 
the quantity of unmanufactured product is 3*5 million lbs* 
The share of U.S.A. in these is about 77 per cent and is 
composed wholly of Virginia type. In addition, 10,567 
thousand lbs. of tobacco, raw and its products, worth 
Rs. 14^ lakhs enter India every year through the land- 
routes and ports of States. The average annual declared 
values of imports of unmanufactured tobacco from 1930 — 
37 was Rs. 1-4-11 per lb. which was higher than the price 
in the previous period. The rise in values was attributed to 
the prices of leaf in U.S.A. and the changes in the quality 
of the imported product. This shows the importance of 
producing cigarette leaf of good quality in India. Conse- 
quently, in the Guntur District, high grade flue-cured Vir- 
ginia is being cultivated and is displacing American leaf. 
Apart from this tendency, even the existing duties on foreign 
imports do not appear to bring in the desired result. 

As regards exports of all types of tobacco from India, 
Burma and Indian States, by sea and land-frontier routes, 
their quantity approaches 36,721 thousand lbs., composed 
almost entirely of unmanufactured variety; United King- 
dom, Aden and Japan are large buyers. It has to be men- 
tioned that the declared value of export per 1 lb. of unmanu- 
factured tobacco during the decade, 1925 — 35, for Madras, 
was practically constant at Re. 0-5-9, while for other ports 
it differed and fluctuated markedly depending on the types 
exported. The per capita net available supply in India is 
estimated at 2*9 lbs. The general trend of tobacco consump- 
tion in India is upward, particularly in the case of 
cigarettes. 

Though our country competes with U.S.A. for the first 
place among the tobacco producing countries of the world, 
her production is almost entirely used for home consumption. 
India accounts for only 3 per cent, while U.S.A. monopolises 
46 per cent of the world’s exports. The direction of these is 
mainly towards Europe, England being the largest single 
purchaser of the unmanpfactiired tobacco entering the inter- 
national trade, 
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There is a large range of quality in this product. The 
quality varies even in the same type and season from dis- 
trict to district and still from one field to another, particular- 
ly in the indigenous varieties. Almost all sales of this 
agricultural commodity take place in villages at the curing 
yards. Some growers sell on contract to the Indian Leaf 
Tobacco Development Company, Ltd., of Guntur which 
enters into bonded contracts with growers and curers by which 
the latter are required to deliver their graded tobacco to the 
Company. This Tobacco Development Concern with its 
net-work of organisation and control assembles the produce, 
makes advances to curers, distributes seedings to the grow- 
ers. Though this system has led to stability in prices, it is 
to be criticised regarding the price abroad and the propor- 
tion that accrues to the grower whose prices range from 
as. to 7 as. for tobacco leaf which is sold in foreign markets 
at prices ranging between 4 as. to Re. 1-2-0 per lb. Buy- 
ing merchants tour from village to village fixing prices by 
negotiation. About half a dozen large export firms compete 
for purchasing tobacco. Not more than 10 per cent of the 
produce is sold by growers in properly established markets. 
Assembling is an important stage in marketing since at that 
point the grower converts his crop into cash. When con- 
sidering the operations of demand and supply in governing 
price in the tobacco market, we must aggregate the expenses 
up to one and the same point in regard to every transaction; 
and take the demand price at that point. Generally speak- 
ing, the customs of each particular branch of trade or in- 
dustry indicate the most convenient point for this purpose. 
In spite of the great fluctuations in the price of Virginia flue- 
cured cigarette tobacco depending on different factors, the 
tendency is towards a distinct rise in price-level. The con- 
tracted prices have been nine, seven, five and three annas per 
pound for 1st, 2nd, 3rd and 4th grades respectively, while 
for scraps and rejections the price is one anna. As regards 
other transactions, variations are common. The prices are 
high soon after harvest, as also from January to May, by 
the end of which period most stock would be sold off. 
Japan being the largest single buyer of Guntur country 
tobacco, its demand determines largely the price. Th^ 
F. 22 
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average price per candy of 500 lbs. is Rs. 45. It is esti- 
mated that not more than 1 per cent of the total Virginia 
crop in the Guntur area is sold in the green condition. This 
green uncured leaf is sometimes sold on acre basis and the 
prices range from Rs. 60 to Rs. 200 per acre depending on 
the condition of the crop and the quality of the leaf pro- 
duced. Prices vary from one merchant to another on the 
same day and for the same type and quality of tobacco too. 
Bargaining strength, capacity to hold over produce and extent 
of competition among buyers determine prices. It is worth- 
while to note that the buyer considers the quality offered for 
sale, the quantity produced, the amount of stock at distribut- 
ing centres and the probable demand, in giving the offer. 
One peculiarity in the Guntur area is that tobacco is market- 
ed by growers to small dealers and it passes through four 
or five hands before it reaches the exporter who grades the 
stuff to make it acceptable by the consuming factories. 
Enforcement of standards and regulation of transactions in 
definite localities go a long way in removing some of these 
anomalies. The object of the Government in enacting the 
Madras Commercial Crops Market Act, 1933, and of the 
amended Act of this year is to provide for the better regu- 
lation of the buying and selling and for that purpose to 
establish markets. In exercise of the powers conferred by 
the Act, the Guntur and Bezwada Tobacco Market Committee 
was started during last year to regulate and improve to- 
bacco-trading in this notified area and to maintain prices in 
the market against inconvenient competition. The Com- 
mittee has adopted eight grades for flue-cured Virginia and 
three grades for sun-cured Virginia tobaccos. It supplies to 
the Government weekly statements of prices for four items 
— Virginia flue-cured, Virginia rack-cured, Natu, Gulla, — 
of tobacco in the Guntur market. A study of the prices of 
different varieties of tobacco shows large variation in prices. 
Generally, the range for flue-cured Virginia is as follows: 

1st Grade — Rs. 280 to Rs. 340 per candy of 500 lbs. 

2nd Grade — Rs. 150 to Rs. 200 „ „ 

3rd Grade — Rs. 100 to Rs. 1.50 

6, 7 and 8 Grades — Rs. 40 to Rs. 00 per candy of 500 lbs. 
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If the Committee can succeed in securing the co-opera- 
tion of the cultivators, buyers and exporters, it can conduct 
auctions of the product, and apart from the seasonal or 
foreign demand, prices may be better regulated. By this 
means growers can compare prices ofiered for their lots; and 
the buyers can not only get quick supplies but will help the 
producer to market the right tobacco. The monthly whole- 
sale prices of tobacco, Virginia and Country, published by 
the local Government do not influence the dealers, as they 
prefer to rely on their own efforts to obtain information on 
prices, stocks, etc. For the benefit of the buyers and sellers of 
tobacco a scheme of market intelligence about area, produc- 
tion, types and also a dependable system of price quotations 
is to be devised. If grading, standardization and quotation 
of prices is systematically done, and provision made for safe 
storage of the products, banks will be in a position to make 
advances according to the value of the stuff. The Guntur 
Market Committee has standardized weights, methods of 
weighing and market charges and is attempting to enforce 
licencing of middlemen and buyers operating in the market. 

Another point to be noted about the Guntur area is that 
stocks of tobacco do not accumulate. Generally speaking, 
the production of tobacco is seasonal while the demand is 
spread over the year. So it is to be stored until required 
for consumption. In the United Kingdom for example, the 
manufacturers hold large stocks in the bonded warehouses 
to get the leaf aged for manufacture, and to counteract the 
effect of fluctuations in prices and quality of crop in the 
producing countries. This procedure naturally influences 
the prices. 

Handling and transplantation charges also determine 
the price. Tobacco does not permit bulk handling as it de- 
teriorates by exposure and frequent change of hands. Tak- 
ing the case of the export trade of Guntur, canal transport is 
made use of up to the port of Cocanada, as freights payable 
are four times cheaper than those for rail-transport. The 
items of distribution-costs vary in the different areas. When 
the producers sell direct to manufacturers, the costs of dis- 
tribution are small, consisting of local market charges, 
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handling and carting expenses. In the Guntur area, for 
instance, the average market charges payable by seller in 
village per Rs. 100 worth of Virginia and Natu tobacco are 
Rs. 3-8-6 and Rs. 4-12-6 respectively; for sales in markets, 
the charges are Rs. 4-0-4 and Rs. 5-7-0. The same charges 
are to be paid by the buyer. This item naturally affects the 
price of the article. But when tobacco is exported, the 
grower’s share of the consumer’s price is still smaller. 
When the flue-cured leaf is exported by a merchant at 
Guntur, the grower for his leaf, on an average gets 42 per 
cent of the price realised in the United Kingdom markets, 
while the exporter makes a margin of 16 f)er cent; the 
balance represents other charges. In the case of Country 
tobacco exported to United Kingdom, the grower’s share of 
consumers’ price is still smaller; he gets 31 per cent, where- 
as the exporter earns a margin of 26 per cent. In regard to 
exports of the same stuff to Japan, the percentages are 38 and 
33 for the grower and exporter. A word has to be said 
about the internal distribution of unmanufactured tobacco. 
Here the proportion of the consumer’s price that goes to the 
producer depends on factors like the quality, tlie distance 
over which it is transported and the number of times it 
changes hands before reaching destination. The grower 
realises about Rs. 14-15-8 for standard maund of Guntur 
Country tobacco sold to the manufacturer at Sukkur, where- 
as the consumer’s price goes to Rs. 20 limit. Wholesalers 
and commission agents form an important link in the chain 
of distribution, and they ane responsible for assembling and 
distributing about four-fifths of the total annunal prduction 
of tobacco in our country. The cost of preparing for the 
market exercises a dominant influence on value; the prin- 
ciple of the doctrine of value implies the effect exerted on 
cost and therefore on price. 

In passing it may be stated that the Imperial Tobacco 
Company handles nearly 75 per cent of the total trade of 
cigarettes and imported manufacturers. The total value of 
tobacco trade approaches Rs. 46 crores mark. There is 
complete absence of periodical variation in the prices of these 
products; even year-to-year fluctuations are rare, specially 
in the retail prices. No relation between the prices of un- 
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manufactured tobacco and those of tobacco products can be 
established. 

Improvement in price returns means so much addition 
to the cash income of the producers of tobacco. The con- 
clusions are: (1) General trend of prices shows that good 
quality tobaccos are rising in price and that inferior varieties 
are decreasing in value. (2) Imports of superior quality 
manufactured products remain high with constant price- 
level. (3) Wider markets can be secured for high quality 
tobacco. (4) Quality at every turn constitutes an important 
factor in the marketing of this agricultural product. 

Since tobacco is one of the leading cash crops of the 
Indian cultivators, sincere efforts are to be made to improve 
and expand its production while the consumers’ interests are 
to be safeguarded. Tobacco is susceptible of great varia- 
tions in prices which can be stabilised owing to the fact that 
the requirements of manufacturers of high grade products 
are more steady and regular. Naturally if the growers 
press their supplies into market they earn reduced prices. 
Level of quality can be raised by direction and organisation. 
Regulated markets as at Guntur should undertake news- 
service about supplies and prices and tackle problems peculiar 
to their localities. Here attention is to be directed to the 
production of high grade flue-cured Virginia cigarette leaf 
to meet the demands of the important export market of 
United Kingdom. This implies control of quality, distribu- 
tion of pure seed and seedlings, licencing of flue-curing 
barns and re-drying plants, fostering of organised voluntary 
efforts on the part of co-operative and trade associations, 
encouragement to better harvesting and curing methods, 
popularising of standard grades and the like. By a reduc- 
tion in the costs of distribution, the cultivators will be able 
to get improved price returns. 

Problems relating to price movements in an agricultural 
country like ours are important in the understanding of our 
economic position. A study about the rise and fall even of 
primary commodities will be immensely useful. It gives 
a clue to gauge the extent to which \;c^alth production and 
its distribution are altered, and to understand the manner 
in which various classes like the landholders, rural folk, im 
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dustrial workers and persons with fixed incomes will be 
affected. It is well-known that the causes for the world- 
wide slump in prices after 1929 were monetary as well as 
non-monetary. In our country the collapse of prices in 
food stuffs and agricultural raw materials was pronounced. 
The purchasing power of the agriculturist was not only re- 
duced, but the incidence of his obligations has become more 
onerous. But our perspective will be limited when we study 
the question of the price-level of a commodity like that of 
tobacco. Factors like variations in the quantities supplied, 
extension of credit, increase in the volume of circulating 
media are not likely to influence the price-position of this 
commodity to such a degree as to affect markedly the inter- 
ests of all concerned. No doubt in a war-year like the 
present foreign markets are uninviting with the consequence 
that stocks are undisposed of in this area and the merchants 
are apprehensive of losses. One relieving note is that the 
growers already realised fair prices for their stuff. Much 
depends on how events shape themselves in future. 

SUMMARY 

[Tobacco is the most democratic luxury. The tobacco industry 
has suffered practically no setback during the recent depression 
period. Tobacco crop holds an important place in Indian agricul- 
ture and is the leading cash crop of the cultivators in many parts 
of the country. Better prices can be secured for growers, and the 
share of the consumers’ or manufacturers’ price at present obtain- 
ed by the grower can be increased by effecting economies in' distri- 
bution, establishing and regulating open markets and by adopting 
uniform standard quality grades. 

Tobacco is concentrated in certain areas and there are small 
fluctuations in the area under this crop, though cultivation of 
Virginia leaf is being extended in some parts like Guntur area. 
India produces on the average 515 thousand tons of tobacco an- 
nually of the value of Rs. 22 crores. 

Of all the agricultural crops? the tobacco crop is one of the 
most susceptible to changes in soil, climatic conditions and cultural 
operations. The prices of the types of tobacco depend on the 
method of harvest, curing, sorting, bundling etc. In the Guntur 
area about 90 per cent, of the crop is sold by growers by April to 
exporters and manufacturers and there are no marked seasonal 
variations in the flow of market supplies. 

The total average annual imports into British India of all kinds 
of tobacco are about 4-8 million lbs. of which the quantity of un- 
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maniifaclured product is 3*5 million lbs. valued at Rs. 95 lakhs; 
the share of U.S.A. in these is 77 per cent, composed mostly of 
Virginia. In addition, through land routes and ports of States, 
tobacco worth Rs. lakhs enters our country. The average 
annual declared values of imports of unmanufactured tobacco was 
Re. 1-4-11 per lb. which was high due to the rise in prices in U.S.A. 
Hence arises the importance of cultivating good quality leaf in 
India. Gunliir area is forging ahead in this matter. Exports 
amounting to 36,720 thousand lbs., mostly unmanufactured stuff 
are made to United Kingdom, Aden and Japan. The declared value 
of export per 1 lb. for Madras was practically constant at Re. 0-5-9, 
while for other ports fluctuations were marked depending on the 
types exported. India accounts for 3 per cent., while U.S.A. for 
4-6 per cent, of the world’s exports. England is our largest 
purchaser. 

There is a large range of quality in this product. In this area 
almost all sales take place in villages at the curing yards. Some 
growers sell on contract to the I.L.T.D. Co. at Guntur. This system 
though it led to stability in prices to some extent is to be 
criticised regarding the price abroad and the small proportion 
accruing to the grower. Buying merchants and exporters, fix prices 
by negotiation or by competition. Operations of demand and 
supply, bargaining strength, capacity to hold over produce govern 
prices. In spite of the variations in prices, the tendency is towards 
a rise in their level. In exercise of the powers conferred by the 
Madras Commercial Crops Markets Acts, the Guntur and Bezwada 
Tobacco Market Committee started recently is trying to regulate 
and improve tobacco-trade and to maintain prices of the different 
grades fixed by it. Rut the range in prices is marked. The 
growers, buyers and exporters will be benefited by a scheme of 
market intelligence, auctions, dependable price-quotations, stand- 
ardized weights and licencing of middlemen. By better storage, 
parties can get credit. Handling, transportation and distribution 
charges also determine price of tobacco. Level of quality can be 
raised by direction and organisation, while consumers’ interests are 
also to be safeguarded. 

General trend of prices shows that superior kinds of tobacco 
are rising in price and that inferior varieties are decreasing 
in value. Imports of good quality manufactured products remain 
Iiigh with constant price-level. Problems relating to price move- 
ments in an agricultural country like ours are important in under- 
standing our economic position. They give a clue to find out the 
extent to which wealth production and its distribution are affected. 
But in the case of a commodity like that of tobacco factors like 
variations in the quantities supplied, extension of credit, increase 
in the volume of circulating media are not likely to influence its 
price-position to such a degree as to affect markedly the interests 
of all concerned.] 
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In recent years, India, in common with the rest of the 
world, has been recovering from the most intense economic 
depression ever recorded. The falling prices has had acute 
repercussions on the economic life of the people. The 
prices of agricultural commodities fell to a greater extent 
than those of industries and manufactures, and hence the 
particular importance of a study of agricultural prices in 
India of this period. (Since 1929 in the U.S.A. agricul- 
tural prices fell by 60% whereas prices of industries and 
manufactures by 24 per cent). Unfortunately, the fall in 
prices is not due to any increase in the quantity of produc- 
tion. There is general agreement that it has been the result 
of other various complex factors. Important and far- 
reaching changes in the geographical and technical structure 
of industry and trade; equally important social developments 
— such as a rising standard of living, together with lessened 
flexibility of adjustment, political difficulties arising from 
reparation and war-debt payments and tariff wars; monetary 
arrangements connected with the post-war currency stabili- 
sation and the working of the new gold standard after it 
was restored; international capital movements, security 
speculation and exchange difficulties — all have entered into 
the background of the price-fall. The exact degree to which 
each of these various factors have operated to precipitate 
the depression has been a subject of lively controversy. It 
is certain, however, that the fall in prices has put a great 
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Strain upon the life of the agricultural population particu- 
larly. 

The object of this paper is to study the actual trend in 
the movements of prices of agricultural commodities in 
Mysore for the decennium 1928 — 37, and investigating its 
effects on Agricultural production, trade in those commo- 
dities, the value of land and the standard of life and the 
general economic position of the agriculturists of Mysore. 

The wholesale prices of Agricultural commodities in the 
Bangalore Market have been taken as the basis for study. 
Bangalore city being the central and the most important 
market in the Mysore State, these prices may be accepted as 
typical. The price variations in other important trade 
centres of the State are necessarily reflected in the quota- 
tions of the Bangalore market. Local differences in certain 
places, if any, may only be small and may be due to the cost 
of transport. Further, Bangalore has the advantage of 
being the head quarters of the Chamber of Commerce which 
has maintained an authoritative and continuous record of 
the weekly prices of various commodities from as early a 
time as 1915. The Department of Industries and Com- 
merce has also a similar record. 

Thirty commodities comprising both food products and 
raw materials have been taken into account. These are 
classified into four groups for purposes of special study 
and clear understanding. They are: fl) Grains and pulses, 
(2) Oil seeds, (3) Special malnad products, and (4) Mis- 
cellaneous agricultural products. 

The average monthly prices of two years, 1927-28, has 
been assumed as the basic figure for studying the variations 
in subsequent years. The general price-level during these 
years was somewhat stable after a period of post-war boom 
which may be said to have lasted from 1920 to 1925. 
Further, as the period of study relates to the years between 
1929-37, it is best to take 1927-28 as, according to the 
well-known authority of Prof. Alfred Marshall the previous 
year is the best base year. Again, 1927-28 are the years 
immediate preceeding the beginning of the period of great 
Depression which forms an important part of the present 
study. 

F. 23 
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The monthly wholesale prices of the selected com- 
modities are taken from the books of the Chamber of Com- 
merce and their indices are carefully worked out. The 
following table gives the annual Indices of the commodities 
selected : 

The following graph indicates variations in average 
wholesale prices of Agricultural Commodities during the 
decenniura 1927-28-1937 : 


Graph I 



The above curve affords very interesting study. The 
general price-level begins its downward trend by 1929 and 
shows a precipitous fall by 19.31. There is a slight rise in 
the price-level by 1932. This is due to a rise in the prices 
of Coffee, Arecanut, Cardamoms, Turmeric and of the oil 
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seeds excepting mustard and castor as shown by the follow- 
ing table: — 

except 

Years Cofiee Arecanut Cardamom Turmeric Oilseeds mustard 

and Castor 

1931 P, B. 82*8 84-7 36-6 78 0 53*6 

Parch 84-7 

1932 P. B. 88-8 91-7 57-3 96 0 62-8 

Parch 91«7 

This upward movement in 1932 is absent in the Index 
numbers of wholesale prices in Calcutta; but it is to be 
found in the Index numbers of Pulses in which a 3 per cent 
rise is noticeable. But for the slight rise in prices of these 
commodities, the other commodities show a continuous down- 
ward trend. The general price-level also, after the tendency 
to rise in 1932 results in a disheartening fall by 1933. This 
year (1933) is the worst year of the period and the price 
level is the lowest. A steady rise is perceptible in the next 
two years. The year 1935 finds the price-level slightly 
higher than the 1931 level, but again heads towards a de- 
cline in 1936. This fall is again due to a decline in the 
prices of Coffee (11*5%) Arecanut (2*1%) pepper (8*0%) 
which continues its downward course in 1937 too, sugar 
(23*8%), Jaggery (25*6%), Coriander, (5*3%), Chillies 
(15*9%) Potatoes (8*1%), oil-seeds excepting cotton, 
Hongey and Soapnut and a general fall by about 10% in 
the prices of grains and pulses. A similar fall in 1936 is 
found in the price-level of pulses and oil-seeds of the Cal- 
cutta Market. By 1937 there is a general upward trend 
and no other article of importance except Ragi and Javaree 
has lagged behind. Thus signs of gradual recovery are 
seen after 1936. Yet the price-level is still 39*2% below 
the pre-depression level. It must be admitted that the agri- 
culturist is drowned nose-deep in the sea of misery, poverty 
and debt. 
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The variations in prices of grains and pulses which in 
conformity with the general trend are indicated by the 
following graph; 


Graph II 



By 1929 the prices begin to fall and there is a conti- 
nuous process of decline heading towards a precipitous fall 
by 1933 when the price-level was more than 52% below the 
pre-depression level. As this group occupies the largest 
cultivated area in the state, it has most adversely affected the 
purchasing power of the entire agricultural community. 
From 1933 onwards there is an upward trend and in 1935 
the price-level is higher than that in 1931, but this is only 
temporary. Towards 1936 there is an appreciable fall. 
From 1936 onwards there is a gradual recovery. Yet the 
1937 price-level is nearly 41% below the pre-depression 
level. 
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Variations in the price of oil-seeds has a similar tale 
to tell. 

Graph III 



YEARS 


The prices begin to fall steadily since 1928 and with 
a slight trend upward by 1932 falls precipitously by 1933. 
In 1933 the price-level has fallen by nearly 62% of the 
basic level and this is the greatest percentage fall revealed. 
Signs of recovery are noticeable during 1934 and 1935 but 
from 1935 there is an imperceptible decline. 

The Malnad products deserves special consideration as 
they occupy an important position in the external trade of 
Mysore. Out of 10,204\50 tons of Coffee valued 61-23 
lakhs of rupees produced in the year 1935-36; 9,201 53 
tons valued Rs. 55-21 lakhs were exported from the state. 

Unlike in the other groups the year 1929 indicates ris- 
ing prices and prosperity. From their height of prosperity. 
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the Malnad products have a disastrous fall in 1930 which 
caused great misery to the producers as it was sudden and 


Graph IV 



unexpected. The depression in prices continued its down- 
ward trend from 1930 to 1936 with the exception of percep- 
tible rise in 1932 which is due to a sudden rise in the prices 
of Arecanut and Cardamom consequent upon a failure of 
crops and a shrinkage in the area of cultivation. Although 
signs of recovery are perceptible from 1936 onwards the 
price-level was still far below the pre-depression level. It 
must be admitted that the Malnad producers have been the 
worst sufferers as their commodities were more directly hit 
by the world depression. Moreover, as the Report on the 
Marketing Survey of Coffee conducted by the Department of 
Industries and Commerce reveals, the Mysore Coffee Planter 
‘^Obtained about 63% of the London wholesale price, about 
70% of the wholesale price in Bombay and less than 55% 
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of the retail price, of the same type of CoflFee.” This non- 
realisation of the prices ruling in other markets for the same 
type of Coffee, must greatly increase the feeling of misery 
which is caused by the low prices themselves. 

In the case of commodities coming under the Miscel- 
laneous group the same tendency of a downward movement 
is clearly perceptible. 


Graph V 



Price-level shows a steep fall from 1929 to 1931 and it 
rises in 1932 by a small degree on account of the high price 
of potatoes due to scarcity of supply. Then it takes an un- 
even but downward course till 1936 when signs of recovery 
begin to appear. 

In this group the interesting course of potato prices 
may be singled out. More than the general downward trend 
in the annual prices, the variations in the monthly prices are 
more interesting. The fluctuations in prices have been very 
violent and sudden. Such alternations of sudden and steep 
rise and fall are due to the new stocks coming into the mar- 
ket about 3 or 4 times a year. 
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It is desirable to find methods of preserving it, so that 
the benefits of more stable prices may be realised. 

Effects of Declining Prices on Production: Although 
the continued fall in the prices has hit the agriculturist 
very hard there has not been any shrinkage in area culti- 
vated as can be seen from the following figures: 


Area under Cultivation. 



1929- BO 

193R~34 

Ragi 

2;2f.8,8r) t Acrs. 

2,282, 730 A CIS. 

Paddy 

720-825 

774-397 

Areca 

48-519 

4G-G08 

Cocoa nut .. 

142-27B 

1G2-982 

Coffee 

112,870 

J 01-920 

Sugarcane 

33,186 

42-282 


Except in the case of Coffee and Areca there has been 
an increase in the acreage under cultivation. The reduction 
in the area under cultivation of Coffee and Areca may be 
due to failure to realise proper prices. 

Statistics of Imports and Exports of Mysore of the 
selected group of Commodities show that while the external 
trade has suffered in volume, it has suffered even more in 
value. 



Railborne External Trade of Mysore of Selected Groups for the Period 1928—29 to 1936—37 
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Concerning the value of land, due to the all-round de- 
cline in prices and the consequent low purchasing power of 
the agriculturists there is a fall to the extent of about 50% 
(in this period) of its original value. This naturally involv- 
ed the agricultural classes in serious difficulty. During 
the period of post-war boom people began to lead a higher 
standard of life and their wants increased entailing higher 
expenditure. At the same time the higher credit that the 
farmer commanded as a result of appreciated land values 
was a bait to borrow heavily. The result of the sudden 
reduction in the price of agricultural commodities by 50% 
and more in many cases, made their economic stability go 
out of gear. With their weak bargaining power and poor 
resources the agriculturists have been the worst sufferers. 
Of the four groups of agricultural population, particularly 
the peasant proprietors and land-holders are intensely hit by 
the fall in prices. They found it impossible to clear their 
improvement debts which they had contracted indiscrimi- 
nately during the period of high prices. At the same time 
great pressure was put on the ryots by their Sowcar creditors 
to repay their debts. This was the indirect but severe effect 
of the world currency muddle into which India was drawn 
by virtue of her position as exporter of raw materials. 

The miserable plight of the agriculturist is clearly 
reflected in his ever-growing load of indebtedness which 
hangs as a millstone round his neck. Various estimates have 
been made of the agricultural debt of Mysore and it may be 
assumed that the per capita debt is not less than Rs. 50 
amounting to about 35 crores of rupees for the State. On 
account of this serious handicap, as the Central Banking 
Enquiry Committee have observed, "‘The cultivator is ob- 
liged to sell his produce to his creditor at an unfavourable 
season and at a price detrimental to himself ... As every 
grower is equally pressed for cash and has to sell at the 
same time the price obtained by the cultivator is naturally 
depressed in consequence.” , 

Attempts to save the drowning farmer have been made 
in various directions. The Agriculturists Relief Act, meas- 
ures to control the rate of interest, establishment of Debt- 
Conciliation Boards, preventing the alienation of land, allow- 
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ing time for repayment of debt, provision of credit through 
land Mortgage Banks are a few of them. The Government 
is also trying to improve the position of the ryot by helping 
him to adopt better methods of cultivation by the gradual 
extension of the subvention Farm System. Although the 
value of transmitting the fruits of Agricultural research to 
the ryot’s field cannot be exaggerated, it must be admitted 
that the immediate salvation to the ryot lies in securing better 
prices for what he grows. What the agriculturist needs is a 
condition of stable prices and a proper relation between the 
prices of what he produces, and what he consumes. He 
must be assured of adequate reward for his toil. No 
measure would help the farmer to improve his Purchasing 
Power by securing higher prices so effectively as the im- 
provement in the conditions of Rural marketing and finance. 
In the existing system of marketing, the agriculturists ob- 
tain money from the lenders and traders on the stipulation 
that the entire produce shall be sold to them at a fixed price. 
Further, the agriculturists’ need for money at the harvest 
season to clear their debts necessitates their selling the pro- 
duce at any price. A long chain of middlemen commission 
agents or dalals intercept the profits at every stage by un- 
fair and exacting means. Lack of standard weights and 
measures, facilities for storage, want of organised markets 
and lack of knowledge regarding the areas where the com- 
modities could be marketed to the best advantage, and lack of 
adequate means of transport and communications (especial- 
ly in Malnad) are serious defects in the present system of 
marketing. 

Some of the suggestions made by the National Plan- 
ning Committee which has deliberated over this vital prob- 
lem have been incorporated with the measures of relief and 
improvement stated below: 

1. Steps should be taken to explore the possibilities of deve- 
loping ‘utilisation industries’, such as husking Paddy, canning 
fruits, grinding wheat, curing tobacco, etc. which would fetch 
higher prices. 

2. Adulteration of food has become a menace and the consu- 
mer should be educated to appreciate purity of foodstuffs, and pure 
food laws should be enforced. 
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3. Suitable institutions for providing short and liDng-*term 
loans must be developed. There should be steady development of 
Land Mortgage banks and co-operative societies to provide loans 
on the hypothecation of crops. 

4. Ware-houses for storing the produce should be established 
and ware-house receipts may be used as security for obtaining 
accomodation. 

5. Regional investigations on the problem of Rural marketing 
should be made on scientific lines and a suitable agency for provid- 
ing more reliable statistics should be started. 

6. Rural marketing should be organised on co-operative prin- 
ciple to eliminate unnecessary transportation of goods. 

7. Standardisation and grading of agricultural produce should 
be introduced and grading stations under Government control 
established. The Market News Service should be further deve- 
lop: d which might be entrusted to the Mysore Chamber of 
Commerce. 

These suggestions are of immense practical value, in 
securing better prices for agricultural commodities. If put 
into effect systematically, they would enable the Mysore 
agriculturist to realise better prices for what he produces and 
lead a better life. 

The Mysore State follows an energetic policy in assist- 
ing the agriculturists. One is impressed by the scope and 
variety of the expedients devised by the Agricultural Depart- 
ment to make farming a profitable enterprise. The working 
of Tobacco barns for purposes of curing, the encouragement 
given to husking of paddy and preparation of syrups and 
Attars as rural industries, the starting of the Coffee Curing 
Works to enable the planters to receive better prices; the 
extension of Land Mortgage Banks to several taluks of the 
State, conducting Marketing Surveys of individual crops — 
Coffee, groundnut, copra, etc., on scientific lines, and lately, 
the starting of co-operative Marketing Societies for Areca, 
honey and figs are indeed a few items in a well rounded pro- 
gramme of agricultural development in Mysore. There is 
no lack of effort on the side of Government, but there is con- 
spicuous absence of response on the part of the agriculturist, 
who as in other parts of India is unenterprising and lethar- 
gic. Better business, better living and better prices can be 
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achieved only when the agriculturist fully utilises the vari- 
ous agencies that a paternal Government places at his 
disposal. 


SUMMARY 

[India recovering from the effects of a severe economic de- 
pression — Disastrous fall in the prices of agricultural commodities 
— the factors at the background of the price fall. 

Object of the paper is to study the trend of prices of agri- 
cultural commodities in Mysore during 1'928— 37 and to investi- 
gate effects on production, trade, value of land and the standard of 
life and general economic position of Mysore agriculturists. 

The method of study :--\vliolcrale prices collected from the 
books of the Mysore Chamber of ("ornmerce and the indices worked 
out. Classification of commodities into groups (1) Grains and 
Pulses, (2) Oil Seeds, (3) Special Malnad products, and (4) Mis- 
cellaneous agricultural products. 

Study of the price movements: (cr) General and ih) the several 
groups. 

Effect of price-fall on production with reference to area under 

cultivation ; 

„ „ Trade — study of imports and exports; 

„ „ value of land; 

„ „ the general economic position of the 

agiicultuiists — the heavy indebted- 
ness of the farmers and the measures 
of relief. 

Defects of marketing system and suggestions for improvement. 
Work of the Government of Mysore in Tiis direction.] 



PRICE M0V]:MENTS of some important acre 
CULTURAL COMMODITIES IN HYDERABAD^ 

BY 

Anwar Iqbal Quresiii, M.A., M.Sc., Ph.D., T.C.D. 
Head of the FA:onomics Department, Osrnania 
University, Hyderabad. 

The advent of the War has created many problems for 
the economists to consider. One of the problems which is 
being prominently discussed these days is how to control 
the prices of necessaries of life. 

The Government of India was prompt enough to realise 
the implications of the situation, created by the declaration 
of the war, and issued an ordinance to control prices, 
especially the prices of the necessaries of life and to dis- 
courage profiteering. Under this Ordinance rights were given 
to the Provincial Governments to control the prices of! 
necessaries of li fe including the prices of medical and phar- 
maceutical products. The Government of India reserved to 
itself the right to control the prices of imported articles. 
Within a fortnight of the declaration of war some sort of 
organisation was set up in each province to check the tide 
of rising prices. Soon after the declaration of the war, 
H.E.H. The Nizam’s Government set up a Committee to 
control prices in the Dominions. I have the privilege to 
serve on this Committee. Although the limitations of the 
Provinces do not, in any way apply to this Dominion, for 
the sake of uniformity we confined our attention to the same 
range of commodities that were controlled by the various 
Provincial Governments. 

* In the first part of this article the prices of only those agri- 
cultural commodities are discussed which ener into the consump- 
tion of masses. I am indebted to the Directors of Statistics and 
the Commerce Industries, Departments of H.E.H. the Nizam's 
Dominions for providing me with Statistical data. 
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Some Changes in the Prices are not Purely due to the War. 

In analysing the changes that have taken place in the 
prices of important agricultural products, it must always be 
borne in mind that ordinarily prices also fluctuate and some- 
times quite considerably due to the forces of supply and 
demand and various other rational and irrational causes 
which have no connection whatsoever with the war. 

One of the main causes for the rise in the price of 
coarse rice after the war was a serious drought as a result 
of which the rice crop in 1939 — 40 was very poor in the 
Dominions. Again the price of sugar in 1939 stood at a 
higher level, which it has failed to reach throughout the war 
period. 

The index of wholesale sugar prices in April 1939 was 
109, if we take the August 1939 price as 100. At the end 
of September 1939 (one month after the declaration of war) 
it stood at 103. On 1st October 1936 it was only 88. 

An important factor which leads to considerable rise 
in the prices of several important articles was heavy specu- 
lation. The very moment the news of the declaration of war 
reached India, the prices of number of commodities began 
to rise hectically, and a panic was created in the country. 
There was no economic justification for this phenomenal rise 
of prices at this early stage of the war. But who cares for 
economic calculations at periods of crisis? The merchants 
wanted to make as easy money as possible. This was but 
natural. It has been alleged that merchants and shop- 
keepers withheld stocks and were guilty of exploiting the 
situation. This is true. But many consumers were equally 
guilty of the same charges. They aggravated the situation 
by buying far in excess of their nortnal demand with a view 
to hoard as much as possible. But in my opinion, the chief 
culprits were the big merchants who were trying to corner 
the market by buying all the possibly available stocks from 
small traders. A major part of the hectic buying that was 
going on during the first and second week of the war was 
mainly by the big merchants with a view to hoard and to 
exploit the consumers later on. Cases on a very large scale 
have come to the notice of the writer that merchants in big 
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towns sent their agents to the interior where the prices had 
not risen so much, to buy all the available stocks from the 
small shopkeepers. 

An Explanation of Hyderabad Price Indices, 

The indices of price movements of important agri- 
cultural commodities which we shall give in this paper apply 
only to Hyderabad Town. The chief appraiser of the State 
Customs Department prepares a list of weekly wholesale and 
retail prices which is published by the Department of 
Statistics. Also ihe Superintendent of Municipal Markets 
prepares a list of retail prices prevailing in the municipal 
markets. The Hyderabad J^rice Control Committee felt that 
in order to keep itself in touch with the daily market prices, 
it was necessary to have some agency of its own. Conse- 
quently two well qualified graduate inspectors were appoint- 
ed to prepare a list of daily prices. Our statistics are 
supervised by three independent agencies and could be 
considered fairly accurate. 


The Hyderabad Base, 


We have taken the mean average price of August 1939 
as our base. In some provinces the base has been taken as 
1st September, 1939, which in our opinion, is little mislead- 
ing because the prices of a number of articles rose consider- 
ably on 1st September due to the attack of Germany on 
Poland. 

I 


The Trend of Prices of Important Agricultural Commodities : 
Rice, 


The wholesale price of coarse rice in January 1936 was 
94. It fluctuated from 85 in October 1936 to 103 in 
September 1937. It reached the lowest figure of 82 in 
October 1938, and again after rising to 94 in February 1939 
it fell to 80 in May 1939, the lowest point reached since 
1936. But owing to lack of monsoon it began to rise steep- 
ly from May 1939, and reached 100 in August 1939. This 
movement clearly shows that a trend towards rise existed 

F. 3.") 
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several months before the war. During the first month of 
the war the rise in the price of rice was not very serious, 
ll rose from 100 to 106. But owing to shortage of rain the 
new crop was considerably smaller. Usually the rice prices 
are very low in October, but this time the greatest rise took 
place during October and the index figure jumped from 106 
in September to 124 in October. In other words, while the 
rise during the first months of the war was only 6 per cent, 
the rise for the second month was about 18 per cent., three 
times more than the previous month, and the index figure at 
the end of October stood at an impressive figure of 124. 
After a small fall it again rose to a record rise of 139 in 
March 1940, and since that date the prices have been fluc- 
tuating within narrow margin. 

Red Wheat. 

The rise in tlie price of red wheat which is mostly 
consumed by tlie vrorking classes has been less spectacular 
but it must be remai'ked that even this poor quality of wheat 
is not much consumed in the Dominions as compared with 
coarse rice or other cereals. 

The index of wheat prices stood at a very low figure 
of 70 in January 1936, and after this date began to rise 
steadily reaching a record figure of 121 from September to 
November 1937. ATter that date ihcre w^as a gradual dt^cline 
and the lov/est limit of 82 was reached in June 1938 but 
again rose to 94 in July 1938. Between August 1938 and 
June 1939 there was a gradual decline and wdth minor 
fluctuations. The price index stood between 85 and 88, but 
again began to rise reaching 100 in the end of August 1939. 
In the end of September it rose only to 103 and since that 
date it has remained remarkably steady ranging between 
103 and 100, at the end of August 1940 it was only 100. 

Jawar {2nd Quality). 

After coarse rice, the next most important article of 
diet in this Dominion consumed by the working classes is 
jawar especially of the poor quality. 



PRICE MOVEMENTS IN HYDERABAD 


boo 


From January 1936 to October 1933 the price of rice 
fluctuated between 75 and 67. After that dale it began to 
rise. In May 1939 it stood at 78 and afterwards began to 
rise rather steeply reaching 100 in August 1939. After the 
war the price, itislead of rising, began to fall, aiid in August 
1940 reached almost the same level as in. May 1939, viz., 78. 

Bajara, 

The story of the movement of tile bajara prices is 
almost identical with jawar. There has been a fall in its 
price alter September 1939. 

Mang {Green). 

The ])rice of niung shows very wide fluctuations. It 
rose from 60 in January 1936 to 127 in June 1937, falling 
again to 75 in February 1939. At that dale it began to rise 
and reached 100 in August 1939. There was a sudden 
jump in its [irices and it continued rising, until it reached the 
high figure of 140 in the middle of October, and after a 
fall of 15 degrees again reached the October level in May 
1940. After that date there has been a steep decline, the 
index reaching to a low figure of 91 in August 1940. 

Tuar Dal. 

The price of tuar dal has not risen since the war. As 
a matter of fact it fell after the war but reached to 106 in 
April and May 1940, and again declined to 98 in August 
1940. 

Sugar (Refined). 

The price movements of refined sugar reveal some very 
interesting facts. In January 1936 the price stood at 90 
and fell to the lowest point of 70 in April 1937. After 
that date it gradually began to increase and stood at a record 
figure of 109 in April 1939. After this date it began to 
decline and reac^hed the low figure of 88 in June 1939. 
Owing to shortage of stocks and the failure of the arrival of 
orders from Java the price stood up to 100 in July 1939 and 
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remained stationary at that figure up to the declaration of the 
war, after which date it began to rise and reached 103 in 
November 1939. After this date it again began to decline 
and reached 90 in August 1940. 

Gur. 

The trend of gur prices reveal a very tragic story. 
The price was very low on 1st January 1936. The index 
number being only 45. But the tendency towards further 
decline continued, till it reached the absurdly low figure of 
26 in January 1937. Then the price began to rise in a 
zigzag manner until it reached the high figure of 102 in 
May 1939. After the war the rise continued for two months 
and it reached 109 in October 1939. After that dale there 
has been a sleep decline until in August 1940 it reached a 
low figure of 56. 

The Trend of Price Movements, 

The trend of these price movements reveal that except 
coarse rice there has been no appreciabe rise in the prices of 
other commodities. On the contrary, there has been a 
considerable decline in the prices of a number of other 
commodities. 


II 

Price Movements of Some Raw Materials. 

Let us see what has been happening to the raw materials. 
As I shall confine myself to only those raw materials which 
are produced in the Deccan, therefore, 1 shall not consider 
the price movements of Jute. The important raw materials 
of the South are cotton^, castor seed, linseed, groundnut, and 
tobacco. 

Cotton, 

The index number of cotton prices has been fairly 
steady at 111 for the past month. This shows a rise of 11 
per cent, since September 1939. But the present crop is 
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good and serious apprehensions are felt that shipping 
difficulties and the possible entry of Japan in the present 
conflict may seriously affect the cotton prices in the next 
season. 

Lihseed. 

The price index of linseed has fallen to 82 and the 
future improvement seems unlikely as this crop is pre- 
dominantly an export crop and a considerable part of it used 
to go to nomempire countries before the war. 

Castor Seed. 

Hyderabad is the largest castor producing area in 
India. The price index of castor seed has not fallen so far, 
but a fate similar to linseed is feared for the next crop. 

Groundnuts. 

The price index of groundnuts have fallen from 100 
to 93 in September 1940, and in the next season more fall 
is considered likely. 

Conclusion. 

The conclusion of all these price changes is clear. In 
one sentence, these trends show that the Deccan cultivator 
has not profited by the war, and if the export difficulties 
continue he may fare still worse. The rise in the price of 
rice has not much helped the small cultivator. As a matter 
of fact it has increased his cost of production. 


SUMMARY 

[This paper has been divided into two parts. In pan 1, I 
have described the price movements of those commodities which 
enter into the consumption of masses. In part II, the price move- 
ments of some important raw materials have been discussed. The 
mean average price of August 1939 has been taken as the base 
price — 100. In order to show the trend of prices before the war, 
I have gone as far back as 1936. 
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In part I, I have described the trend of prices of rice, wheat, 
jawar, hajra, mung, luar dal, refined sugar and gur. 

Thb trend of tliese price movements reveal that except coarse 
rice, there has Ijeen no appreciable rise in ihe prices of otlit r com- 
modities. On tlie contrary, there has been a considerable decline 
in the price of a number of commodities. 

In part IL the price movements of some important raw mate- 
rials like collon, linseed, castor seeds and groundnuts have been 
examined. 

The conclusion of all these price changes can be summed up 
in one sciiience. These trends show that the Deccan cultivator has 
not profited by the war, and if the export difficulties continue, he 
may fare still worse.] 



TOE PRICES OF FOOD GRAINS IN MADRAS IN THE 
19TH CENTURY 


BY 

P. J. Thomas, 

University Professor^ Madras. 

In Western countries, statistics of prices are available 
ior many centuries. In regard to India, such statistics do 
not exist for earlier periods, and even for the 19th century 
oui information is rather scrappy. Only in 1861 did the 
Government of India begin publishing prices, and most 
Provincial Governments started much later. In Madras, 
however, we are fortunate in having records which give an 
uninterrupted series of prices for most districts since 1800. 
Figures for tlie earlier half are found in the records of the 
Board of Revenue, because llie Board laid great stress on 
the District Collectors giving details of prices in their annual 
reports. Statistics of prices for the second half of the 
ccmtury are found in the annual administration reports of 
the Presidency (from 1858), Disirict Manuals and "‘Reports 
of Prices and Wages in India” (which has since ceased 
publication). These records were carefully examined by 
two research students. Dr. A. Sarda Raju and Mr. B. 
Natarajan. I have utilized in this paper the statistics drawn 
up by ihf'in, and my colleague, Mr. Sundararama Saslry 
helped me in working them up. 

Till the middle of the 19th century, prices in India 
were not influenced substantially by those in the West, as 
communications were difficult in those days, but since 1850, 
and especially since 1869 when the Suez Canal was opened, 
India got linked up with the West, trade increased by leaps 
and bounds and prices here began to k^ep in step with what 
have now come to be called "world prices.’ Especially in 
the case of articles which have a world market, e.g., cotton, 
jute, tea, oilseeds, etc., there arose a world price which was 
kept up by the ease of communication and cheapness of 
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transport. Such was not the case in former days. Two 
centuries ago, when pepper was selling at 2 or 3 annas per 
lb. in Malabar, the Dutch sold pepper at 5 or 6 shillings in 
Europe, not merely because they had then a monopoly of it 
but because the transport charge to Europe was prohibitive- 
ly high. 

The price statistics available are mostly of food grains. 
The prices of certain other articles are also available for 
some periods and for certain districts, but only for food- 
grains are the price statistics complete and continuous. 
After all, foodgrains were then, and continue to be even now, 
the principal crops of the Presidency. In 1899, 80 per cent 
of the cultivated land was under foodgrains, and this is the 
case more or less even to-day. The foodgrains taken are 
rice (paddy), ragi, cholarn and cambu. The average prices 
for each District have been calculated from monthly returns 
and from this the average for the whole Presidency has been 
arrived at. The prices taken are wholesale prices in rupees 
per garce of 3,200 Madras measures. Retail prices would 
have been better, but they are only available for the last 40 
years of the century and they have more or less followed the 
wholesale prices. It must be pointed out also that the 
weights and measures used were not uniform from district 
to district, even from taluk to taluk. We may concede also 
that the prices recorded were not actual prices in all cases 
but general estimates. As we have used the prices of a fair- 
ly large number of districts for making up the average, these 
individual anomalies have largely cancelled out : Even then 
it must be admitted that these defects detract from the value 
of the statistics. Perhaps the contemporary statistics of 
Europe were not very much better. 

The accompanying table gives aggregate index numbers 
of the prices of the four foodgrains with the yearly and 
three-year moving averages. The average of the prices of 
the year 1901-2 to 1910-11 is taken as the base. The index 
numbers have not been weighted, as we have no adequate 
data regarding the relative importance of the various grains. 
This may not be a serious defect, seeing that the dry grains 
were then almost as much important as rice, if not more 
importantr 
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Index Numbers of the Prices of Food Grains in the 
Madras Presidency — 1801-02 to 1900-01, 

Base 1801-02 to 1810-11-100 


Years 

Paddy 

Kagi 

Cholam 

Cambu 

Average 

3- year 
moving 

1801-02 

93 

98 

90 

92 

93 

average 

1802-03 

92 

88 

89 

85 

89 

95 

1803>-04 

105 

105 

100 

107 

104 

103 

1804-05 

115 

121 

114 

119 

117 

108 

1805-06 

101 

107 

101 

106 

104 

120 

1806-07 

136 

126 

152 

138 

138 

123 

1807*08 

120 

123 

133 

132 

127 

115 

1808-09 

84 

84 

75 

81 

81 

93 

1809-10 

74 

75 

70 

68 

72 

76 

1810-11 

77 

75 

72 

77 

75 

79 

1811-12 

93 

93 

86 

90 

91 

94 

1812-13 

112 

118 

115 

113 

115 

106 

1813-14 

105 

113 

113 

111 

111 

107 . 

1814-15 

90 

95 

98 

95 

95 

93 

1815-16 

73 

69 

75 

74 

73 

80 

1816-17 

77 

67 

72 

70 

73 

76 

1817-18 

80 

78 

84 

82 

81 

79 

1818-19 

78 

86 

86 

87 

84 

83 

1819-20 

78 

89 

87 

80 

84 

84 

1820-21 

77 

88 

91 

82 

85 

88 

1821-22 

91 

98 

96 

92 

94 

91 

1822-23 

89 

97 

99 

95 

95 

105 

1823-24 

113 

131 

129 

136 

137 

124 

1824-25 

141 

158 

152 

143 

149 

129 

1825-26 

106 

115 

119 

108 

112 

113 

1826-27 

81 

83 

76 

73 

78 

87 

1827*28 

73 

74 

66 

66 

70 

73 

1828-29 

76 

77 

69 

67 

72 

75 

1829-30 

82 

85 

83 

77 

82 

75 

1830-31 

75 

73 

65 

68 

70 

72 

1831-32 

69 

66 

62 

63 

65 

82 

1832-33 

104 

115 

108 

117 

111 

107 

1833-34 

136 

154 

145 

143 

145 

118 


F 96 
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3-year 


Years 

Paddy 

Ragi 

Cholam 

Cambu 

Average 

moving 

average 

1834-35 

94 

102 

99 

95 

98 

105 

1835-36 

75 

68 

66 

64 

71 

85 

1836-37 

94 

88 

82 

77 

85 

82 

1837-38 

95 

93 

90 

76 

89 

92 

1838-39 

101 

100 

96 

108 

101 

91 

1839-40 

85 

85 

81 

80 

83 

86 

1840-41 

80 

73 

66 

80 

75 

72 

1841-42 

64 

58 

55 

54 

58 

62 

1842-43 

59 

53 

49 

51 

53 

54 

1843-44 

53 

50 

48 

49 

50 

55 

1844-45 

64 

56 

57 

65 

61 

69 

1845-46 

94 

96 

91 

104 

96 

85 

1846-47 

95 

95 

93 

107 

98 

93 

1847-48 

62 

83 

83 

88 

84 

83 

1848-49 

70 

67 

65 

67 

67 

72 

1849-50 

68 

63 

62 

63 

64 

65 

1850-51 

65 

62 

64 

63 

64 

63 

1851-52 

62 

61 

64 

58 

61 

62 

1852-53 

60 

60 

61 

62 

61 

73 

1853-54 

90 

100 

99 

102 

98 

90 

1854-55 

104 

113 

117 

113 

112 

108 

1855-56 

112 

119 

112 

117 

115 

106 

1 856-57 

96 

93 

89 

90 

92 

.106 

1857-58 

109 

113 

107 

117 

112 

113 

1858-59 

136 

13S 

131 

140 

136 

123 

1859-60 

122 

127 

114 

126 

122 

129 

1860-61 

129 

133 

119 

132 

128 

141 

1861-62 

141 

143 

135 

139 

140 

138 

1862-63 

148 

146 

146 

144 

146 

146 

18G3-G4 

149 

154 

155 

155 

153 

157 

1864-65 

177 

175 

164 

174 

173 

173 

1865-66 

189 

193 

188 

198 

192 

203 

1866-67 

230 

261 

242 

247 

245 

200 

1867-68 

169 

177 

155 

149 

163 

189 

1868-69 

162 

163 

149 

J57 

158 

157 

1869-70 

160 

150 

141 

151 

151 

146 

1R70-71 

133 

129 

195 

132 

130 

132 
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Years 

Paddy 

Ragri 

Choiam 

1871-72 

119 

109 

109 

1872-73 

126 

118 

122 

1873-74 

124 

136 

136 

1874-75 

125 

130 

130 

1875-76 

118 

130 

125 

1876-77 

205 

281 

272 

1877-78 

261 

341 

321 

1878-79 

205 

241 

230 

1879-80 

250 

169 

154 

1880-81 

132 

125 

115 

1881-82 

126 

118 

101 

1882-83 

126 

116 

99 

1883-84 

128 

116 

105 

1884-85 

143 

140 

134 

1885-86 

141 

139 

136 

1886-87 

131 

128 

120 

1887-88 

126 

123 

119 

18S8-89 

135 

134 

124 

1889-90 

148 

134 

130 

1890-91 

162 

148 

147 

1891-92 

187 

211 

202 

1892-93 

182 

193 

189 

1893-94 

164 

171 

171 

1894-95 

158 

148 

149 

1895-96 

152 

133 

136 

1896-97 

176 

185 

192 

1897-98 

217 

230 

236 

1893-99 

171 

181 

167 

1899-1900 

183 

209 

201 

1900-01 

213 

243 

241 


Cambu 

Average 

3-year 

moving 

118 

114 

average 

123 

128 

124 

125 

150 

137 

131 

138 

131 

132 

134 

127 

174 

294 

263 

235 

337 

315 

302 

235 

2?8 

234 

168 

160 

171 

128 

125 

133 

116 

115 

118 

116 

114 

115 

118 

117 

125 

153 

143 

134 

152 

169 

138 

134 

128 

132 

137 

126 

130 

149 

136 

135 

150 

142 

145 

166 

156 

168 

228 

207 

185 

206 

193 

182 

193 

175 

174 

163 

155 

157 

146 

162 

161 

237 

230 

197 

237 

230 

197 

188 

177 

203 

213 

203 

205 

243 

235 

212 


Two well-marked periods are clear from the statistics 
shown above; one from 1801 to 1850 and the other from 
1850 to 1900. In the first period, prices were low and 
falling; in the second, prices went on rising, sometimes 
slowly, sometimes rapidly. In both periods, there were 
years of high prices due to crop failure and scarcity — ^when 
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prices went up suddenly, but this does not materially disturb 
the general trend. 

The index numbers and the accompanying graph show 
the change in prices from year to year. But as noted above, 
these are subject to the general secular trend during the 
perids in question and if we eliminate the effects of these 
trends we get the real fluctuations of prices. By applying 
the mathematical method of polynominal regression for 
eliminating the secular trend, certain periods of booms and 
depression will be noted. In the first half of the century, 
the year 1814 to 1820, 1826 to 1831, and 1840 to 1844 
were periods of depression; the years 1803, 1807, and 1821 
to 1825 were periods of boom. In the .second half, 1869 to 
1875, 1879 to 1890 were periods of depression and 1860 to 
1868 and 1896 to 1900 periods of boom. It will be noted 
that some of these periods synchronise with similar periods 
of depression and boom in Europe. 

We will now deal with the two periods in greater 
detail. 

Period 1—1800-50. 

The first period began with fairly high prices, follow- 
ed by a fall after 181 5. In spite of scarcity and high prices 
in certain years (1826 and 1833), the trend was downward 
and prices reached the nadir in 1843-44 and remained low 
in the forties as a whole. The period 1820 to 1849 was 
one of depression in Europe also; but considering the rather 
slow trade relations between India and the West at the time, 
the connection between these two is not clear. We know, 
however, that analogous causes operated in both countries. 
According to Sir Walter Layton, the depression of 1820 to 
1850 was largely due to the slump in the output of precious 
metals. This was bound to affect India also, seeing that her 
supply of gold and silver came from outside. 

A general fall of prices must be due either to the 
decrease of the circulating medium or to the increase in the 
demand for the circulating medium (i.e., an increase in the 
duty performed by that medium) or by a combination of 
both these causes. In the case of the period under considera- 
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tion, both these factors seem to have operated simultaneously, 
and hence the persistence of low prices during the period. 

Till 1820, India exported large quantities of cotton 
piece-goods to Europe and to other parts of Asia, and as 
India’s imports were not large, payment was made to India 
in bullion, and thus treasure flowed into the country. In the 
meantime, thanks to the Industrial Revolution, Great Britain 
was becoming the cotton workshop of the world, and not only 
did India lose her markets abroad; her own internal market 
came to be flooded with cheap cotton textiles from Lancashire. 
This revolutionary change happened chiefly between 1820 and 
1830. As a result, India’s export trade declined and the 
balance of trade, hitherto highly favourable to India, ceased 
to be such. At the same time, the habit of settling India’s 
dues by means of bills grew and this obviated the need for 
shipping treasure to India. As a result, not only did the 
influx of treasure cease; instead a large quantity of treasure 
was sent out from India, partly on Government account and 
partly on private. Such exports of treasure (net) totalled 
Rs 16 crores between 1820 and 1850. Very little bullion 
therefore came to be coined in the Madras Mint, and the Mint 
Master of Madras in 1851 complained of this drain of specie 
‘‘owing to political circumstances.” Hitherto the Company 
had been ‘investing’ a large part of its revenue on the 
purchese of local goods, and this formed an important 
factor in the monetary circulation of the country. When 
this ceased, a currency famine ensued. 

It was at such a juncture that the Government introduc- 
ed a drastic currency reform in India. Till then different 
kinds of rupees and other coins of various kinds had been 
in circulation. By the Currency Act of 1835 all such 
currency was withdrawn, and the Arcot Rupee was made 
legal tender in the whole of India. From the currency 
point of view, this step was one in the right direction, but 
its immediate effect was to reduce the quantity of the 
circulating medium and thus aggravate the deflationary 
factors already operating. 

Thus there was a tremendous fall in the quantity of 
money in circulation. At the same lime the volume of 
transactions had been on the increase. Tlie country was 
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passing from a barter to a money economy. Cash payment 
took the place of payments in kind. Not only private 
persons but government resorted to this; all its revenue 
receipts came to be in cash. At the same time, population 
was also increasing. It rose from 13*5 millions in 1822 
to 22 millions in 1850. A growing population needs an 
increasing circulating medium; but what actually happened 
was the other way. The supply of money diminished 
greatly when the demand for it was increasing. Judging 
from all the materials available, this depression was a severe 
one, and perhaps unprecedented in the annals of India. It 
was accompanied by drastic changes in the industrial and 
commercial position of the country, and hence the intensity 
of its effect.^ Nor was. the depression confined to Madras, 
nearly the whole of India came under it. 

Period II—185L1900. 

After 1850, prices began to rise, and the upward 
tendency was kept up during the whole century. The rise 
was rapid between 1852 and 1867; subsequ(*nlly there was 
a setback, which continued till 1884 (excei)t for the years 
1876 — 79 when prices soared, owing to scarcity and famine 
conditions). After 1884, the rise of prices was continuous 
and was kept up till the close of the century. In the years, 
1891-92 and 1896, they were spurts in prices, caused by 
famine or scarcity. 

This upward trend of i)rices was due to a conjunction 
of circumstances. With the discovery of gold mines in 
Australia and California in 1849, Europe became flooded 
with supplies of specie. As a result, prices rose and 
industrial activity became brisk. A great demand arose in 
Europe for India’s produce, namely, raw jute, raw 
cotton, oilseeds, coflee, etc., and this demand became 
particularly keen in periods of war — Crimean War and 
the American War of Independence. The export trade 
of Madras increased from Rs. 261 lakhs in 1850-51 to 
Rs 915 lakhs by 1865-66. Thus in a period of 15 years, 


^ Thomas and Natarajan, Economic Depression in ^he Madras 
Presidency, (1820-50), Economic History Review, November, 1936. 
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the export trade more than trebled itself. The balance of 
trade having become highly favourable to India, treasure 
again flowed into the country. This tendency was helped 
also by the large loans raised in England by the Government 
and by private companies for constructing railways and 
opening plantations. Much of the bullion went into the 
mint and was converted into coins. The introduction of the 
paper currency system in 1861 also added to the circulating 
medium. 

After 1868, prices began to fall. The sudden contrac- 
tion of cotton exports to England was the immediate cause; 
the temporary fall in the investment of foreign capital in 
India was also a cause. While thus the supply of currency 
was dwindling, the demand for it was increasing, as trade 
and production in the country had been growing rapidly 
during the period. The downward tendency of prices 
received a check in 1884, and from that year prices began 
to soar again. This was largely due to the rapid increase 
in export trade and the influx of bullion which a highly 
favourable balance of trade brought about. From 1873, 
silver prices began to fall and the rupee exchange sagged. 
The part played by the falling exchange on overseas trade 
and internal price-level is still an oj)en question and I shall 
not dilate on it in this connection. 

When prices were slumping and later when tliey were 
rising, certain theories regarding their causes were expound- 
ed by officials and these theories clearly show the influence 
of classical political economy which many of them had 
imbibed in their days at Haileybury College where Malthus 
taught and his friend Ricardo was an occasional visitor. 
Mr. Robertson, Collector of Coimbatore, ascribed the rise 
of prices to the growth of population and the working of the 
Ricardian law of rent. With the increase of population, 
resort to less fertile land became necessary; this meant 
higher cost, and hence the rise of prices. This line of 
reasoning did not make any impression at the time, and 
perhaps it deserved no bettter reception. After 1900, the 

** This whole subject will be dealt with in a forthcomine 
work. 
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rise of prices continued and culminated in the \var ooom of 

1914 — 18 . 

yV. /i. This whole subject will lie dealt with in a forthcoming 
work. 


SUMMARY 

[This paper deals wilh a hundred years of food prices in S. 
India, drawn up from the records of the Government of Madras. 
The trend of prices shows that there was a severe depression in the 
peiod 1825 — 50. From 1854, somethinqr like a price boom deve- 
loped, but it burst in 1867, and was followed by a depression which 
lasted till 1884 (except for the years 1876 — 9, when prices ruled 
high owing to famine). From that date, prices began to soar and 
this continued till the end of the century. The connection 
between price-trends in India and Europe before 1850 was not 
clear, but since that time Indian prices were largely influenced by 
world prices. I 



REVIEW OF FINANCES IN BENGAL (1937—41) 


BY 

Haricharan Ghosh, 

Bangahasi College aiid Colcuita University, 

Changes in the Financial position and Functions of the Pro- 
vinces consequential to the Introduction of Provincial 
Autonomy, 

With the inauguration of the Autonomy under the Act 
of 1935, there had been considerable changes in the financial 
position and functions of the provinces. The improvement 
in the financial position is in two directions: (n) cancellation 
of debts to the Central (Government and (6) award of addi- 
tional sourc(‘s of revenue. Besides these, the provinces have 
been granted substantial borrowing powers, the only condi- 
tions being that they need only seek the sanction of the 
Central (Government if a loan granted by that Government is 
still outstanding or if they propose to borrow outside. Their 
power to tax is now over a wide area — the entire field of 
taxation covered by the Ih'ovincial Legislative List and the 
Concurrent List. 

But side by side with these, there have come great 
functional changes in connection with provincial finances. 
Previously they used to depend upon the centre for their 
Ways and Means operations and used to bank with the 
Centre. Now they are to be responsible for their own Ways 
and Means and have to bank in their own name with the 
Reserve Bank of India. There has also been a great change 
with regard to the balances. "The accounts of provinces 
with the Reserve Bank are credited with their unearmarked 
provincial balances. Famine Funds, Depreciation Funds, 
etc., and the unspent amounts of Road and Development 
resources assigned to provinces in the past in advance of 
requirements.”^ Moreover, as is well known, there are a 
variety of non-govemment deposits which are included in the 
Public Account for the liquidation of which the state is 

^ Vide Nienieyer Report, Ap}>endix III. para 1. 
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responsible, such as })rovidenl iuntl deposits, and balances 
of municipal and other local authorities. Ihese were 
hitherto banked with the Governnienl of India. These, 
together with any liabilities attached to them, now pass to 
the provinces conceined. Next, with reference to account- 
ing, the cliange may be briefly described as follows: 

With the separation of balances Irom the 1st ol April 
1937, the f)revious rules of the Central and Local Covern- 
rnenls in relation to treasury balances within a province have 
been completely reversed. Hitherto, the Central Govern- 
ment acted as banker and the Provincial Government as the 
client. After separation, the Provincial Government has 
become the banker and the Central Government the client. 
The physical cash in the treasuries and subtreasuries as on 
the 1st of A])ril, 1937, became the property of the Provincial 
Government. 'Jhe net results of central transactions in all 
tn'asuri't s and suh-treasin ics of a province, in so far as such 
transactions have l)een taken against its balances, are worked 
out by the Accountant-General and embodied in a periodical 
transfer between lh(* balances of the Central and Provincial 
Governmemts in their accounts with the Reserve Bank. Each 
(h)vernment is responsible for providing the means of meet- 
ing not only their revenue and capital expenditure, but also 
a larger body of transactions of a local nature associated with 
debt, deposit and remittance heads. 

As regards the balances in the Bank, the Central and 
Provincial Governments each keep its own separate balances 
with the Reserve Bank, Provinces were initially provided 
with hidances of cash and credit in the Reserve Bank against 
their book balances with the centre as on 31st March, 1937, 
which included inter alia the net results of financial adjust- 
ments under the schemes referred to in paragraphs 19 to 21 
and set out in details in Appendix III of the Otto Niemeyer 
Report, for the decentralisation of balances and cancella- 
tion and consolidation of debt. At the offices and branches 
of the Reserve Bank and the Imperial Bank acting as agent 
of the Reserve Bank, the procedure is that the treasury 
officers and other officers of government, authorized to draw 
or pay money by cheque or otherwise, classify each transac- 
tion as central or provincial. Thus each office or branch of 
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the Bank deals with two groups of accounts, viz.j that of the 
centre and that of the provinces instead of one as before. 
All adjustmenls between tlie central and jirovincial govern- 
ments or between diiTerent provinces are carried through a 
separate organisation of the Reserve Bank at Calcutta namely 
the Central Accounts Oflice of the Bank. This office operates 
as a General (Clearing House and acts on instructions receiv- 
ed from various Accounts Officers all over India. The effect 
of these arrangements is tliat different governments which 
had hitlierto op:‘ratC‘(! on common body of cash on the central 
government, now settle the transactions through ll)e common 
organisation of the Reserve Bank. 

Actual effect of these ehan^^es on Ben^aVs finances. 

The actual effect of tlu'se dianges on the finances of 
Bengal has been really eneouraging. The budget estimates 
for 1937-38, the first year of the autonomy period, showed a 
surplus of 33*98 lakhs afli*r several years of continuous 
deficits.^' Our debts to the centre amounting in total to 
8*41 crores inclusive of the deficit borrowings as they stood 


“ Defeits in lacs. 



. . . . ]7 r-4r) 

1931-32 . . . 

. . . 199-46 

1932-33 . . 

. . . 129-79 

. . . 

. . . . 175-94 

19.'n-35 . , . 

5-28 

193.^-36 . . , 

. . . 3 70 

] 936-37 . . 

. . . , budget 


Revised Bo'Ml 

(it. '"And the tirs! year of ne\s' reforTiw. .synchronises 

with a siil-slantial irej>i ovenif'u’ in our ruiauciai ])os:lioii. For the 
fnsL llnie in a decade, wc arc on thf‘ right side of ihe I-udgel h) 
the not ineonsiderablr araoiint of P)4 taklis. And if we lake into 
accouin tlie o]jening halance of 98 lakhs, the increased e7,])enditnre 
of 89 hiklis and snrpins itself, it will he seen that the iinprovc- 
nienl in our final ves, thougli not of course in our recurring 
iiicoine, may lie complied at over 2 crorcs. Tins is a position 
from which a govin'nmfiiL elrcuinsianccd as \vv are, '^hoidd fnel 
ha])py to make a start.*’ Vide the Rudaet Speech of die Hon’hle 
j\1r. N. R. Sarkar, 1937-38. p. 16. 
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on 31st of March, 1936, were cancelled. This has reduced 
our annual expenditure on interest by 23 lakhs. Award of 
additional sources of revenue'* brought in 70 lakhs. It is 
very important for us to realise in this connection, that our 
acquisition of an interest in jute export and in the yield of 
income-tax in case the Ixidian Railways prosper, ‘‘has forged 
a further link betw^een our financial fortunes and trade con- 
ditions in the world at large. The same process will be 
carried a step further when we come to acquire an interest 
in those other Federal taxes under sections 137 and 140(1) 
of the Act which are assignable, in whole or in part, to the 
provinces, and when we come to imi)ose taxes of our own 
such as sales taxes, whose yield in one degree or another 
will depend upon economic conditions at large, Over and 
above these, the Government of India, in pursuance of the 
Niemeyer proposals, placed at our disposal 97*78 lakhs to 
start with as our opening balance for specific purposes.^’ 


Addiuonal 16 lakhs as our share of Julc Export duty being 
increased to 62^% and 25 lakhs as share of proceeds of Income 
Tax assigned to provinces. 

^ Vide the Budget Speech, I93tv69, j)]>. 2-3. 


Minimum l)alance required to be kept in 
the Reserve Bank 

25 iacs 

Loose cash in Treasuries outside l)anking 
account 

24 

Famine Relief Fund 

3-39 „ 

Depreciation Reserve Fund — Government 
Presses 

3-42 „ 

Subvention from Central Road Develop- 
ment of industries 

37-11 „ 

Deposit Account of grant for Develop- 
ment of Indu tries 

1-19 „ 

Deposit Account of grant for economic 
development and improvement of 
rural areas 

2-87 „ 

Suspense Account 

do 

o 


97-78 lacs. 

Vide Civil Budget Estimates for 1937-38, p. 2. 
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Next comes the effect of Sir Otto’s scheme of decentra- 
lisation of balances. It may be recalled that with the 
separation of finances, liabilities for a variety of non- 
government deposits, banked with the Government of India, 
were passed on to the provinces without the corresponding 
assets. Sir Otto came to the finding that these deposit heads 
were likely to grow rather than diminish, the incomings in 
any one year exceeding the outgoings. He, therefore, re- 
commended in Appendix HI to his Report that the surplus 
balances in these deposit accounts should be used as a set- 
ofi against debts by the provinces to the centre." “The 
success of his arrangement”, as was very rightly pointed out 
by the Finance Minister, “may, however, be jeopardised by 
a sudden increase in the extent of our disbursements un- 
supported by a connected income.”’ He illustrated this 
with relerence to deposits on account of landlords’ transfer 
fee. “The deposits so far made in respect of this transfer 
fee”, observed the Minister, “exceed 50 lakhs, and if the fee 
is to be abolished by an amendment of the (Bengal Tenancy) 
Act stopping the income on this score, we should find our- 
selves saddled with a liability of 50 lakhs to be liquidated 
in the course of five or six years with practically no specific 
resources to meet such a liability. This will not only ad- 
versely react on our Ways and Means position, but will also 
entail an uncovered obligation to be liquidated in the course 
of a very short period.”'^ His apprehension came to be too 
true and with reference to the estimates for 1939-40, it was 
found that the existing liability of 45 lacs on 1st April, 1938, 
in regard to landlord fees would have to be met from the Pro- 
vincial reserves. The difficulty of the whole problem is that 
these deposits are not provincial revenue in the ordinary sense 
for general purposes. Nor are the disbursements provin- 
cial expenditure which can be retrenched in times of emer- 
gency. And the resultant consequence is that after the 


® Vide Para. 19 of the Reporl, and App. Ill, para. 2. 
’ Vide the Budget Speech, 19.37-38, p. 9. 

^ Vide the Budget Spceeh. 1937-138, p. 9. 
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decentralisation of balances'* has been effected according to 
Sir Otto, the provinces shall have “to husband their resources 
vis-a-vis this new responsibility with the usual caution expect- 
ed of bankers.” 

Main characteristics of BengaFs sources of Revenue under 

Autonomy 

It is within this financial structure, the Bengal Ministry 
began their administration. Before, however, any critical 
assessment of the financial policy and measures can be made, 
we must discuss the main characteristics of the sources of 
our revenue and the obligations of the Government to the 
people. Our province derives a little over 75% of the total 
revenue from only five heads: the share of Jute Export 
Duty, Land Revenue, Excise, Non-Judicial stamps and court 
fees.*^* Of these, the income from Jute duty and Non- 
judicial stami)s depends almost entirely upon world condi- 
tions. Land revenue is inelastic, being based more or less 
on fixed demands. PJxcise revenue almost always responds 
to general economic conditions with considerable elasticity 
but its future as a revenue yielding source does not appear to 
be bright in view of changed outlook of life and temperance 


cfTect of decentralisation of balances in the last four 
years is given here. 

Receipts Disbursements Net Result 


1937-38 

17,51,80,000 

18,39,69,000 


-87,83,000 

1938-89 

16,56,04,000 

17,04,44,000 


-47,80,000 

1939—40 (Revised) 

15,50,17,000 

14,75,38,000 


+ 74,79,000 

1940—41 (Estimates) 

13,11,64,000 

13,40,57,000 


-28,93,000 
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3-78 
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and prohibition movement. Court-fees in Bengal were 
really a very good source, and continued, till recently, to 
hold the second position next to land revenue. But due to the 
long depression since 1929, there has been a steady decline 
in litigation. Besides, legislations like Bengal Agricultural 
Debtors Act leading to the establishment of Debt conciliation 
Boards, ha\e alfecied this source very materially. And it 
would be indiscreet on the part of the Bengal Chancellor if 
he depends much upon this source in future. It is true that 
Bengal enjoys a share of the taxes on income other than Cor- 
])oration tax but this has not as yet reached even a crore.^^ 
Ihvere are rcc(‘ipis under Motor Vehicles Acts and it may be 
hoped that with the expansion of motor transport, these may 
oar high in future years. Here also the actual figures^ “ 
belie our hopes. The provincial legislature lias utilised its 
power to levy certain taxes and duties, but they have 
not as yet yielded much.^’’* The very nature of these imposts 
is that they relate to general economic conditions and unless 
there is an all-round economic improvement, there is little 
hope of their contributing a decxuil sum to the Provincial 
Exchequer. 

It is thus seen that Sir Otto’s award may be somewhat 
belter than the Meston’s but it is not certainly in proportion 
to '"'ihe [iroblems that loom very large in our national eco- 


^ ^ In laklis 


(Revised) 

(Estimates) 

1937 -as 

1938—39 

1939--40 

1940—41 

2r>-oo 

3000 

53-20 

55- GO 

In lakhs 


(Rewiaed) 

(Estimates) 

1937—38 

1938—39 
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1940-41 

21 -09 

21-90 

21-85 

21-80 

13 In lacs 

1937—38 ' 

1 938 - 39 1 939 - 40 1940—4 1 

(Rt^vi.swl) (Estini!it6!S 

En tertai n merit tax . . . 

1742 

18-40 18-20 

18-20 

Electricity duty 

1341 

19-25 19-92 

20-42 

Tobacco duty (Bales 

Licensing) 

3-37 

1-30 Since abolished. 

Receipt, under ^ 

Do. Bengal ' 

... 

5-00 

n-oo 


Fi nance Act, 1939 
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nomy today”. While the entire responsibility for nation 
building rests on the provinces, the heads of revenue allotted 
to them are limited in their scope and inelastic in their 
nature. From the statistics, that have been quoted, 
it may be seen that apart from the potentialities 
of sales tax and taxes on agriiultural income which 
have not yet been explored, the existing measures have not 
yielded and are not likely to yield much. The observation o( 
the Finance Minister, in this connection, is extremely inter- 
esting, He remarks that ‘^‘the taxes mentioned in List II of 
the 7th schedule to the Government of India Act are not 
many. And it is out of their proceeds that the entire pro- 
vincial administration, including District Boards and Muni- 
cipalities etc., has to be financed. Inadeijuale as these re- 
sources are, tliere has unfortunately been a tendency to res- 
trict the scope of even these taxes by a narrow interpretation 
of the terms. The [iroceedings before the Federal Court with 
regard to the interpretation of item 48 of List 11, “^Taxes on 
the sale of goods’ are still fresh in your memory and doubt 
has recently been raised as to the interpretation of item 46 
of the List, ‘Taxes on professions, trades, calling and em- 
ployments.’ It is contended that this tax does not allow 
graduation by classifying tax payers into blocks according to 
their incomes.”^'* 

Bengal's liabilities 

It is true that with the inauguration of autonomy, the 
province stalled commercially on the 1st of April, 1987, with 
a clean slate and was free from debt. There were, in addi- 
tion, the absence of any budgetary deficits and the receipts 
of some income to revenue on account of Sir Otto’s award. 
But what about ‘‘ the large accumulation of undischarged 
obligations to the people of this province” which the present 
Ministry must have to discharge if they call themselves the 
stewards of a ‘‘Peoples’ government”? 

Bengal is pre-eminently an agricultural province and 
her problems are mostly with reference to rural life. And 


Vide the Budget Speech, 1939-40, p. 34. 
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the schemes of naitonal reconstruction must relate to it. 
7 he gravest of the problem that needs to be immediately 
tackled relates to the relief of agricultural indebtedness with 
proper credit facilities for their long-term and short-term 
requirements. The incidence of land tenure also constitutes 
a hardship for the cultivator. Bengal’s land system is 
highly complicated and extremely unsuited to the changing 
modern conditions, and nothing far-reaching can be accom- 
plished unless there is a complete overhaul of the exist- 
ing system. Then comes the absence of improved methods 
of production with belter marketing facilities which will 
lead to greater holding power of the ryots. 

Next to the agriculturists who form a very great majo- 
rity of the population of this province, with practically no 
education, we have the middle-class people with good liter- 
ary and academic equipment — a creation of the British 
administration everywhere in India, and more so in Bengal, 
due to Calcutta being, till recently, the centre of all their 
activities administrative, political, cultural and social. The 
so-called professions for which the academic nature of 
Bengal’s education happens to be suitable, are now, for more 
reasons than one, overcrowded and the problem of educated 
middle-class unemployment has assumed a seriousness which 
no administrator can afford to ignore. 

The third problem concerns improvement in irrigational 
facilities which are mainly necessary for Central and 
Western Bengal and partly for some districts of North 
Bengal. E^xpert opinion has pointed out that in most parts 
of Central and Western Bengal a continuous process of de- 
population and deterioration of agriculture has set in. The 
history of the decay of these parts is a history of the decay 
of their rivers. The courses of rivers that materially con- 
tributed to the richness of the soil, health and wealth of the 
population have been deflected and most of them are today 
silted up, turning the neighbouring areas barren and unin- 
habitable. The other aspect of the same problem relates to 
the improvement of inland waterways especially in Eastern 
Bengal. 

The fourth problem is for the expansion of the indus- 
trial activities in the province. It is admitted by all that the 
F. 28 
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scope of direct action by a Provincial Government is very 
limited, but state encouragement to various technical and 
research institutes will be a real help in opening out possibi- 
lities of extension of industries on a large scale. As to 
small and cottage industries, a Provincial Government can 
materially help in more than a thousand ways. 

Public Health in Bengal is extremely unsatisfactory, and 
one of the causes of low yield of the province is due to the 
fact that her labourer can hardly put forth his best through- 
out the year and there is extensive loss of many thousands of 
man-hour per annum. 

The last, of course though not the least, is the problem 
of how to spread primary education. It is an extremely in- 
teresting fact that Bengal which sent teachers for the last 
hundred years to spread education throughout the countiy, 
has miserably failed in educating her own agricultural 
masses. The percentage of literates in this respect is very 
low, and the spreading of primary education throughout the 
province must begin immediately. 

To what extent the present Ministry hctve harnessed the re- 

sources to solve these problems? 

It is generally admitted that the state has come into exis- 
tence for the sake of life and continues its exsitence for the 
realisation of good life. It must not be forgotten that ‘Wie 
stale has developed from the state as police man to the state 
as nurse, doctor, chemist, and benefactor, guide, philosopher, 
and friend from cradle to grave.”^'^ It is with regard to 
these latter functions, that there is the need of ‘‘nation 
building” departments of a government. Two decades have 
almost passed since we first heard about the ‘Tiation build- 
ing departmens” under a popular government. The Mont- 
ford Act was in operation for sixteen years and there was, 
during this long period, no sign of any planned scheme for 
the resuscitation of this province. The problems of Bengal, 
as noted above, appear today equally serious, if not more 

Sir Josiah Stamp, Problems in Finance and Government^ 

p, 3b 
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than what they were in 1920. But we had during all these 
years, ‘popular’ ministers in charge of these departments. 
There is plenty of literature assessing the value of the 
stewardship of these ‘popular’ ministers under the Montford 
Act. Let us now examine how the present stewards have 
fared. 

Here is a statement of the increase of expenditure dur- 
ing the last four years in our province.^** There is no deny- 
ing that people must be willing to bear some additional cost 
lor the luxury of a representative democratic government. 
The expenditure on the Bengal Legislative Council was, in 
1936-37, 1'51 lakhs. It has been estimated for 1940-41 to 
be 12 86 lacs.’’ Besides, a separate building for the 
Bengal l^egislative Council may exceed 15 lakhs according 
to the present estimates. But these increases, are almost in- 
evitable and we cannot grudge them. But, on the contrary, 
when we find that expenditure under the head “Direct De- 
mands on Revenue” has increased disproportionately, we are 
forced to the conclusion that there is something wrong in the 
administration unless meticulous and careful analysis proves 
otherwise. Below is the table’” showing more than 95% of 


^ ® (in crors) 

Revenue 

1 Expenditure 

Net result. 

1937—38 

13.00 


11*83 

+ 1*17 

1938—39 

12.77 


12*77 

- *0001 

1 939— 40 (Revised . . . 

14.03 


14*17 

- *14 

1940—41 (Estimates) 

13.97 


14*54 

- *57 

(in lakhs) 

1937-38 

1938-39 19.39—40 

1^940-41 

Expenditure on legis< 



(Revised) 

(Estimates) 

lature ... 

8-99 

10-72 

13*19 

12*86 

^ 8 (in lakhs) 

1937—38 

19.38—39 1939-40 

1940—41 

Direct Demands on 



(Revised) 

(Estimates) 

revenue 

90-64 

97*64 

103*85 

105*09 

Revenue Account of 




Irrigation works, etc. 

38*58 

38*89 

39*67 

45*67 

Debt Service 

15-89 

15*73 

18*39 

16*74 

Civil Administration 

792*22 

827*80 

873*02 

894*76 

Civil Works 

120*01 

128*69 

146*31 

159*72 

Famine 

•06 

18*13 

10*79 

4*02 

Superannujition 

93*34 

98*44 

103*95 

109*46 

Stationery and printing 21*39 

21*82 

23*98 

23*01 

Miscellaneous 

24-67 

16*25 

78*68 

77*98 

Extraordinary charges 

... 

... 

7*03 

12*61 
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the expenses of the Provincial Government and a detailed 
analysis of each item would reveal the real state of affairs. 

From these figures, it will be seen that the total reve- 
nues of the Province have increased roughly from 13 to 14 
crores during these four years, whereas the cost of collection 
has increased from 96‘64 to 105 09 lakhs. Coming to 
details'** we find that there have been increased under the 
items ‘Provincial Excise’, ‘Registration’ and ‘Other Taxes 
and Duties under the head “Direct Demands on Revenue.” 
We can follow in special cases, a ratable increase in cost of 
collection along with an increase in revenue, but when the 
income remains almost the same, no increase can be justified 
for cost of collection. 

These figures speak for themselves and we have got no 
relief under the regime of Indian Ministers in an “auto- 
nomous” government. The same top-heavy administration 
is still being maintained. The increase in cost of collection 
under Taxes and Duties by exactly four times is absolutely 
unjustifiable. These taxes, it must be recalled here, were 
imposed to find money or nation-building departments from 
those people who can bear the levy without the least difficulty. 
But if the collection charges increase 400% while the income 
has increased 26% approximately, the future can better be 
imagined than described. 

Next with regard to debt service, we find the increase 
to be normal, except for the year 1939-40. After the can- 
cellation of all our debts under the Niemeyer award, debt 
services relate to ( I) interest on ordinary rupee debt ( i.e., in- 
terest on temporary loan from the Reserve Bank whenever the 
balance falls below 25 lacs and discount on Treasury Bills) 
(II) interest on unfunded debt, i.e., state Provident Funds 
and (III) interest on other miscellaneous obligations. Item 


(In lakhs) 


1937—38 

1938 -39 

1939—40 

1940-41 
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Rev. 
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Rev. 

Cost. 
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20-69 
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Rev. 

39-18 

38-94 

43-10 

49-60 
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•32 
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(I) is only occasional and infrequent, while item (III) will 
be offset by transfer to other accounts such as irrigation and 
commuted value of pensions. Interest on state Provident 
Funds must incrtjase as these Funds increase and almost the 
entire amount is charged. Of 18‘39 lakhs for 1939-40, 
2 39 lakhs represent discount on Treasury bills, and if 
this amount is deducted, as it should normally be, the 
debt service for this year will also record the normal 
increase. 

Coming to Civil Administration we notice that there has 
been a substantial increase in expenditure (102‘54 lakhs). 
This head includes not only the day-to-day administrative 
costs but also the various expenditure upon nation-building 
departments. A detailed analysis of the head is, therefore, 
necessary to arrive at a correct finding of the financial acti- 
vities of the present Ministry. Of the various departments 
under this head, nation-building depends on Scientific, Edu- 
cation, Medical, Public Health, Agriculture, Veterinary, Co- 
operation, Industries and Debt Conciliation Departments. 
Simultaneously, expenses under the items. General Adminis- 
tration, Administration of Justice, Jails and Convicts Settle- 
ments, and Police should record the same as before, if not a 
definite decrease. If agriculture and industries improve, 
education and medical aid spread, the consequences should be 
reflected upon these items. It must be pointed out here 
that there must be real increase in expenditure on nation 
building otherwise there will be no progress nor any improve- 
ment of the province. It is possible to increase expenditure 
under “Medical” by appointment of a larger number of 
I.M.S.’s or increasing the emoluments of the members of the 
Bengal Medical Service. But that will not have any salu- 
tary effect on the people. On the contrary, establishincr a 
hospital at every thana, nay at every village union, with a 
few indoor beds under the charge of a Doctor passed out of 
a medical school will give relief to the people and also find 
employment for the “bhodralog” unemployed licentiates. 

Below is a detailed table of the expenditure on various 
items of this head. 
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(la lakhs) 

General Administra- 
tion ... 

1937-38 

149-82 

1938—39 

145-97 

lO'lO— 40 
(Revised) 

155-18 

1940—41 

(Estimates) 

157-47 

Administration of Jus- 
tice 

101-68 

99-77 

97-86 

100-89 

Jails and Convicts 
Settlements 

40*78 

34-26 

35-21 

36-83 

Police 

224-20 

221-27 

230-78 

230-76 

Total ... 

516-48 

501-27 

519-03 

524-95 

Scientific Depts. 

•39 

-29 

•30 

-30 

Education 

12004 

144-28 

154-65 

• 156-52 

Medical 

52-87 

55-96 

55-56 

58-15 

Public Health 

30-32 

40-60 

41-39 

48-43 

Agriculture 

11-53 

14-03 

22-98 

17-51 

Veterinary 

5-32 

5-30 

6-12 

6-87 

Cooperation 

11-61 

18.38 

14-38 

15*39 

Industries 

11-74 

13-20 

15-25 

15-13 

Debt Conciliation . . . 

Nil 

13-15 

17-50 

23-12 

Total 

249-82 

300-25 

328-13 

341-42 


This table reveals the following facts: there has been 
a continuous increase in the cost of General Administration. 
This is absolutely unjustified. This has smashed all our 
hopes that provincial autonomy will bring great relief to the 
tax payers by reducing the administrative costs. With 
reference to a persistent demand of the Assembly for re- 
trenchment the then Finance Minister observed that ‘True 
economy lies in so improving the machine itself that it will 
produce as good or better results on a smaller consumption 
of fuel and oil. This is what the present government are 
aiming at. . . . Strict economy must of course be our watch- 
ward in all the departments of the public service, for is not 
public money a trust to be administered with utmost care? 
But in scaling down salaries we must take care to see that 
the rival ideals of economy and efficiency are never in fatal 
conflict. This is no plea for perpetuation of too liberal 
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scales of pay.”^'^ The figures above, however, tell a differ- 
ent story. Besides, the proposals of the Geddes and Swan 
Committees have not yet been given effect to. Their recom- 
mendations seem to have been shelved. 

Next with regard to expenditure for nation-building 
purposes, it is undoubtedly gratifying to note that the pre- 
sent Ministry have managed to increase it by about a crore 
of rupees during these four years. Coming to details, we 
notice that this increase is distributed on the following items 
in the following manner: 30*48 lakhs on Education, 5*28 
on Medical, 18*11 on Public Health, 6*00 on Agriculture, 
23*12 on Debt Conciliation, 1*55 on Veteirnary, 3*78 on 
Cooperation and 3*39 on Industries. 

Of the additional increase of 30*48 lakhs spent on 
education, 6*14 lakhs*^^ have been used for primary education. 
The Finance Minister declared that ‘‘the improvement of the 
human material is the foremost task before us. The remedy 
which readily suggests itself is the adoption of free and com- 
pulsory primary education.”-^ But in actual action, he pre- 
fers other things to primary education. Everybody appre- 
ciates that higher education, especially University Education, 
is not possible without liberal state aid, but in a province like 
ours where elementary education is wanting so badly, no 
Chancellor should have spent Rs. 71,388 “to enable the 
Pardah College (in a city like Calcutta where there are so 
many girls’ colleges)^^ to be started in a rental building, 
pending completion of its own building for which provision 


2 0 Vide the Budget Speecli, 1938- 

-39, pp. 32 

and 35. 


2 1 {In lakhs) 1937-38 

Government Primary 

1938— ,39 

1939-40 

(Revised) 

1910-41 

(Estimates) 

Education ... -05 

-05 

•04 

■05 

Grants to Local Bodies 24-07 

29-02 

29-53 

29-G4 

Direct Grants ... 3-17 

3-17 

3-63 

3-66 

Chittag-ong- Hill Tracts -24 

-24 

•23 

-32 

Total 27-53 32-48 33-43 

““ Vide the Budget Speech, 1937-38, p. 19. 

The clause within the brackets is mine. 

33 67 
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has been made under Civil Works” for two lakhs, and an- 
other Rs. 40,000 for its further expansion. Besides, the 
sanction of 2 5 lakhs to the Dacca University for the addi- 
tional Muslim Hall, the grant of a lakh and thirty-five 
thousand to the Sadaat College, Karotia in the District of 
Mymensing, to enable it to complete its building projects,” 
a grant of Rs. 21,000 ‘‘to extend the dining hall attached to 
the Muslim Hostel of the Dacca Intermediate College” and 
of other similar grants do not reflect any serious endeavour 
on the part of the Finance Minister and his collegues to 
spread primary education and thereby “improve the human 
material of the province.” 

The increase of 5*28 lakhs under Medical is due main- 
ly to the provision of 2^ lakhe for the Chittaranjan Sevasadan 
and 2 lakhs and 65 thousands for grant to the Lady Dufferin 
Victoria Hospital, Calcutta. It also includes half a lakh for 
the establishment of new maternity and child-welfare cen- 
ters in rural areas on a contributory basis”, an annual grant 
of Rs. 10,000 to the Jadavpur Tuberculosis Hospital to- 
wards the upkeep of ten beds to be reserved for mufassal 
patients, and other sundry small grants. This distribution 
shows that the Ministers are in favour of the city people, who 
always enjoy the privilege of city’s medical aids and provi- 
sions. Of an increased sum of 5*28 lakhs, the teeming 
millions of Bengal villagers get benefit of 60 thousands only. 
This certainly does not go towards “the betterment of the 
condition of the masses. 

The actual increase under Public Health amounts to 
18*11 lakhs. Rural water supply, antimalarial and quinine 
grants, Kalazar and other epidemic charges, public health 
units in rural areas and sanitary and drainage schemes are 
undoubtedly the absolute requirements of our villages. 
Besides, washing of Jute in small ‘dobas’ has rendered the 
conditions of rural areas extremely unhealthy, and it is a 
sacred duty of the Chancellor of that exchequer which re- 
ceives more than 2^ crores annually from jute exports 
duty, to spend liberally for removing the evil effects 
of jute washing. The activities of the Ministry are directed 


Vide The Budget Spetch, 1957-38, p. 17. 
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towards the above needs and the distribution^® appears to be 
wisely made. 

Agriculture, the mainstay of the Bengalis, has been 
granted an increase of 6 lakhs only. We appreciate that the 
Imperial Council of Agricultural Research is doing real 
service to the country by initiating researches and other sur- 
veys that would go a long way towards the improvement of 
agricultural produce. But a pre-eminently agricultural pro- 
vince like Bengal cannot ignore her part in these directions. 
This little increase has practically been spent over the 
establishment of Agricultural Institutes at Daulatpur in the 
district of Khulna and at Dacca. The establishment of 
Union Board farms for demonstration of farming methods 
in villages, subsidies to grow remunerative crops recom- 
mended by the Agricultural Department and regulated mar- 
kets for stimulating agricultural prices have attracted only 
a few thousands.^® 

Relief to the agriculturist debtors has attracted the 
serious attention of the present Ministry. But it is regret- 


26 (InlnkhP^ 

Rural Water Supply ... ... ••• ... 7*5 

Free Distrbn. of Quinine ... ••• ••• ... 5-0 
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table that they have not looked at the problem of rural 
credit and indebtedness from a comprehensive point of 
view. Debt adjustment through Conciliation Boards is un- 
doubtedly one of the few economic contrivances to meet the 
hopeless situation of the indebted cultivators. But this is 
only a palliative measure and almost inevitably fails if not 
accompanied by a sound scheme for finding finances for 
agriculture and other rural industries. Here in Bengal, of 
8,35,476 cases disposed of till the 31st of December, 1939, 
awards were made for 2,97,788 cases for payment of 
Rs. 4,74,59,934 as against the creditors’ claims of 
Rs. 1,49,53,935. And ‘‘during the following months an- 
other Rs. 51,37,90,000 of debts are expected to be tackled. 

It is neither the place nor the occasion to discuss the 
merits or otherwise of such a legislation as the B.A.D. Act, 
but it must be pointed out that the operation of this piece of 
legislation has created a panic among the village creditors 
with the result that rural finance has practically come to an 
end. Although the Finance Minister seems to take pride 
that an expenditure of 24*5 lakhs ‘Vill enable a board to 
function in almost every union in the Province and relief 
will thus be brought practically to the door of every 
villager,”^^ yet he feels that ^'the scaling down of debt is 
but an emergency measure which needs to be supplemented 
bj some permanent schemes for meeting the normal require- 
ments of agricultural credit.”“^ And he thinks that “the 
expansion of cooperative credit organisation is considered 
in the present circumstances to be the readiest and most effec- 
tive means of providing “these requirements.”^^^ This 
optimistic view of the Finance Minister about the effectiveness 
of cooperative movement is not supported by actual events 
of cooperation in our province. 

Veterinary is equally important as agriculture, the im- 
provement of which is materially dependent on the improve- 
ment of livestock. Rs. 10,000 have been provided for open- 

^'^Vide The Amrita Bazar Patrika, dated 31.7.40. 

Vide The Budget Speech, 1938-39, p. 10. 

Ibid, p. 10. 

Ibid, p. 10. 
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ing a Dairy section at the Dacca farm. Half a lakh has 
been provided for the improvement of livestock by importing 
300 Hariana bulls and 32 Hariana cows for the same farm, 
and the small sum of Rs. 5,000 for the supply of outfit boxes 
to Livestock and Assistant Livestock Oflicers, In addition 
to these, provision has also been made for additional staff 
for animal husbandry and for purpose of carrying out a 
census of cattle. These paltry sums for so important a 
subject are not expected of responsible ministers. 

With regard to the present state of cooperative move- 
ment ill tlie Province, the Finance Minister candidly admits 
that ‘‘the great problem of the cooperative credit Department 
is still the rehabilitation of the movement in the esteem of 
the people of the Province. For this purpose a scheme de- 
signed to bring the demands of the societies down to the 
level of the paying capacity of the debtors is under prepara- 
tion. But in the meanwhile, by way of patches, there 
have been small grants primarily for the reorganisation of 
the staff, the appointment of additional auditors, increased 
provision for cooperative training and a special sum of 
Rs. 28,500 to meet the cost of establishing five additional 
Land Mortgage Banks. But our view is that even this small 
amount of 3' 78 lakhs spent on the cooperative movement, at 
this stage, is not well advised. This should have been kept 
in suspense or utilised for some other more pressing needs 
like primary education or improvement of livestock. 

As to industrial development, the scope for direct action 
by provincial governments is very limited and we have to 
depend mainly on private enterprise. But the Provincial 
Government can appoint a standing committee for undertak- 
ing an expert enquiry into the possibilities of extension of 
industries on a large scale. Here the present Ministry have 
acted rightly in allotting Rs. 20,000 for the establishment of 
a Scientific Advisory Council “which will coordinate the 
results of the researches in the various technical and re- 
search institutes, suggest new lines of research and advise 
Government in regard to scientific schemes and proposals 
mooted by the institutes”. 


Vide The Budget Speech, 194041, p. 15. 
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But there is a very great responsibility of a Provincial 
Government, especially in Bengal in view of her agricul- 
tural character, regarding the establishment, expansion and 
reorganisation of small and cottage industries. Besides, 
our Government must try its utmost for the supply of cheap 
electrical energy which might change the entire course of the 
industrial development of our province. Moreover, the 
existing industrial organisations need to be expanded and re- 
organised without any further delay and must be fitted with 
latest machineries. The Bengal Tanning Institute, the 
Government Weaving Institute at Serampore, the Silk 
Technological Institute at Berhampore must be immediately 
reorganised properly and a Jute Weaving Institute of the 
latest type should be forthwith established. 

Over and above all these, there should be an Indus- 
trial and Commercial Museum to oopularise the goods turn- 
ed out by these industries, and a marketing and publicity 
board should be established for marketing facilities. It is 
really gratifying that the Ministry have made considerable 
progress in this direction and a good start^^ has been made, 
allhough much is yet to be done. 

The two other heads of expenditure that require care- 
ful scrutiny are Civil Works and Famine. Under Civil 
Works, there has been an increase of about 39f lakhs, out 
of this, the largest increase has been due to an extensive 


(In thousands). 

Sc. Advisory Council ... ... 20 

Tanning Institute ... ... ... 25 

Dye House at Serampore ... ... 63 

Extn. of cotton weaving plant ... ... 18 

Silk Techol. Institute ... ... 61 

Model Jute Weaving” ... ... 4 

Commercial Museum ... ... 50 

Industrial Exhibition ... ... 20 

Jute Weaving Plant ... ... 45 

Marketing Officer ... ... 4 

Other small Grants ... ... 29 
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programme of building projects and of road development 
fund works. It is entirely an administrative proposition 
and it is rather difficult to give any opinion if new buildings 
for various departments are immediately necessary. The 
present Finance Minister observes that ^‘in view of our 
straitened financial circumstances and of the rise in price of 
certain materials, expenditure on building is being limited to 
projects that cannot be postponed without serious administra- 
tive inconvenience.”^^ But the enumeration'"^^ of the build- 
ing projects does not convince the lay public who. pay for 
all these of the immediate necessity of the projects below. 

In regard to the increase under Road Fund Works, the 
case is different. It is well known that the development of 
roads and railways is greatly necessary to the welfare of 
the Province. The two sources'^*^ of income which are ear- 


Vide the Budget Speech, 1940-41, p. 18. 

(In lakhs). 

Purdah College ... ... 2 

Eden High School ... ... 2 

New Reformatory School ... ... 2 

A Civil Court Building at Howrah ... ... 2 

Police Buildings ... ... 5*96 

Electric Installation in Government Buildings ... T25 

Construction of Witness Sheds ... ... -75 

Construction of work-'shed at Dum Dum Jail -85 

Construction of Cooly Line at Botanic Garden ... *27 

Testing Station for Motor Vehicles at Calcutta ... -dB 


17*56 


3 5 (In lakhs) 

Receipts under Motor 

1937—88 

1933— .39 

1939-40 

(Revised) 

1940-41 

(Estimates) 

Vehicles Acts 

2109 

21*90 

21-85 

21-80 

Less Compensation 





to Cal Corporation 

-4-5 

-4-5 

-4*5 

-4-5 

Transfer from Central 





Road Development 
A]c ... 

13-22 

20-94 

27*98 

33*91 

Total . . 

29-81 

38-34 

45*4:3 
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marked for llie development of road communications are “the 
Bengal Motor Vehicles Tax Act, the bulk of the proceeds of 
which (after deducting 4^ lakhs payable to the Calcutta 
Corporation) is given to Municipalities and District Boards 
for their road schemes”, and the Bengal share of the Cen- 
tral Petrol Fund. 

It is a standing complaint of Finance Ministers that 
they could not execute any planned scheme for want of 
sufficient funds. But with regard to development of roads 
and waterways, that excuse does not stand. The government 
is literally overpowered with funds but they could not make 
use of them for want of proper schemes. Mr. Sarkar ob- 
serves that “out of a total assignment of 1 crore 5 lakhs since 
the subventions were first received, the provincial expendi- 
ture up to the end of 1936-37 was only 62 lakhs or a little 
more than half. The unspent balance in hand on 1st April, 
1937, was 43 lakhs out of which all but 10 lakhs will be 
spent by the end of the current year (1938).”^® 

With regard to river communications, the Bengal 
Government had the plan of setting up the Waterways Board 
contemplated by the Bengal Waterways Act of 1934. A 
provision of 2^ lakhs was actually made, after five years, 
in the Budget for 1938-39. But even then it was unfortu- 
nately not found possible to constitute the Board, and it was 
hoped that it might be formed in 1939. But as yet this has 
not materialised. 

The increase under Famine is mainly due to the terms 
of the Famine Insurance Act of 1937. This explains why 
the expenditure in 1938-39 shot up to more than 18 lakhs. 
Besides, there were in 1938-39 widespread floods in as many 
as 15 districts which also necessitated “considerable increase 
in expenditure on test relief and gratuitous relief and on 
account of the travelling allowance and contingencies of 
officers deputed to flood relief work.” Bengal is a province 
where agriculture predominates and as such she is constant- 
ly at the mercy of the vagaries of nature. It is therefore 


*8 V%de. the Budget Speech.l 9B9 -iO, p. 20. 
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gratifying to find that the government are transferring sub- 
stantial sums annually to the Famine Insurance Fund.^^ 

Conclusion 

The above is a rough sketch of what the present Minis- 
ters are doing with the resources they have been given under 
the autonomy. From a comparison of the revenues of 
Bengal during 16 years under Montford regime with those 
for four years under survey, we find that Bengal had, during 
those days, an average income of 10*38 crores, with a maxi- 
mum of 1T95 crores in 1936-37 and 9*01 crores in iodi- 
de when the ill effects of the great depression were complete- 
ly reflected. Her average income is now 13*44 crores, that 
is to say, a little over 3 crores annually more under auto- 
nomy. Of this increased income, only a crore of rupees 
has been devoted to nation-building departments. 

This is due to the absence of any planned scheme. 
We quite follow that in July, 1937, when the first budget was 
submitted, it was ‘not possible to lake up any elaborate 
schemes in respect of some of our grave economic 
problems’,^‘^ because the Ministers had not the time, at their 
disposal for that careful and minute investigation, which is 
considered essential for undertaking the execution of such 
schemes. Mr. N. R. Sarkar gave us the assurance that, the 
implications of “a definite and comprehensive economic 
policy relating to our social and economic life” had to be 
clearly realised and the details fully worked out. But to our 
great disappointment we find that nothing has yet come out 
in this right direction. There have been renewals of certain 
old taxes, and a few new have been levied, and all these are 


37 

1937— r>B 

1938 -39 

19R9-40 

(Rivised) 

1940- 41 
(E.stiinates) 

Gratuitous Relief ••• 

5,304 

3,77,883 

1,62,000 

22,000 

Miscelhinceus 

Nil 

4,35,208 

7,12,000 

1,78,000 

Transfer to Famine 
Irisc Fund. 

Nil 

10,00,000 

2,03,000 

2,00,000 

Salaries and Estab- 
lishment. 

765 

100 

2,000 

2,000 


Vide the Budget speech 1937—38, I 4 . 
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meant to ‘‘help the extension of the beneficent activities of 
the Government.”^® He referred to the three directions in 
which ameliorative measures are most urgent but at the 
same time very expensive. The first relates to Compulsory 
Primary Education, the second concerns improvement in Irri- 
galional facilities and the third relates to the improvement 
of Inland Waterways.^® But we have seen that he and his 
colleagues failed to form the Waterways Board during the 
last four years, and could not frame adequate schemes for 
road developments for utilising the subventions from the 
Government of India. He referred to the stupendous prob- 
lem of middle-class unemployment but did nothing on a 
comprehensive plan except the appointment of an Employ- 
ment Adviser. The Ministry had no scheme to enlarge the 
avenues of employment by undertaking public works on a 
larger scale. Nor had they the courage to give immediate 
and wholesale effect to the recommendations of the Swan and 
Geddes committees. 

The truth is that no government can be of real service 
to the people if they do not follow a well thought out plan 
from the very beginning. Planning, clearly thought out, is 
a process that must always be pushed further. Weak and 
vascillating temperament cannot carry out a programme of 
this type. A wide outlook, a spirit of idealism, balanced 
judgment and independence of mind together with a strong 
faith and iron determination are the preliminary requisites 
of economic planning. What we want, at present, is a defi- 
nite and comprehensive economic policy relating to our social 
and economic life. Its implications have to be clearly 
realised, its details should be fully worked out, all the items 
then should be incorporated in the Budget and complete exe- 
cution must take place boldly and couragously. Nothing 
less than that would solve our problem. 

SUMMARY 

[This paper deals with the autonomy finance of the province 
of Bengal. The changes that have occurred in the financial posi- 
es Ihid, p. 27. 

Vide the Budget Speech^ 1937-38, p. 27, 
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tion and functions of the province are analysed and their effects 
are assessed. Tlie important changes that are referred to are : 
(a) cancellation of debts to the Central Government, and (b) award 
of addilional sources. Resides, the functional changes in connec- 
tion with the scheme of decentralization of balances have been 
noted. 

The effects of these changes on the finances of Bengal are 
pointed out to be encouraging and there has been an average in- 
crease of 3 crores in her income annually over the averagf^- income 
under the Montford regime. It is, however, observed that Sir 
Otto’s Award may be somewhat better than Meston’s but it is 
not certainly in proportion to the problems that loom very large in 
our provincial economy to-day. 

It is urged that two decades have passed since we first heard 
about the “nation building” departments under a popular Govern- 
m^mt. During this long period no sign has been evident for the 
resuscitation of this province. The present Ministry have also not 
availed themslves fully of this additional income. 

In conclusion, it has been pleaded to chalk out a definite and 
comprehensive economic policy relating to the social and economic 
life of this province and to put that policy boldly into execution. 
In the absence of such a well-thought out planned scheme, no 
Goveinment can be of real service to the people. Only piecemeal 
patch w'orks may be taken up to satisfy this or that political party 
which happens to l)e in power for the time lieing, but no far-reach- 
ing improvement nor any substantial progress of the province can 
ever hr achieved without such a planning.] 


F. 30 



PUBLIC EXPENDITURE IN MYSORE— A REVIEW^ 


By 

M. H. Gopal, 

Mysore University. 

The Mysore State has been generally considered pro- 
gressive in its administration as well as in its ideals, and, 
in fact, has often been spoken of as a model state. Such a 
compliment is especially deserved in the matter of our public 
fii'iance and particularly with regard to our public expendi- 
ture policy and practice. We shall study our finances under 
the heads of security, social service, public undertakings and 
miscellaneous. 

In India not merely the central government but also 
local authorities such as the District Boards, Municipalities 
and village panchayets look after public welfare and incur 
expendture; but, because of the incomplete and not easily 
available data relating to local authorities, we shall study 
and compare the public expenditure incurred by the state 
and provincial government only. 

As all over the world, in Mysore also revenue and 
expenditure have been growing in the last few decades. 



Revenue' 

Revenue 

Expenditure 

Capital 

Expenditure 

Total 

1881-82 

106-5 



117-8 

1910-11 

246-73 

199-14 

4-69 

203-83 

1920-21 

313-13 

327-85 

110-92 

438-17 

1930-31 

332-35 

394-29 

93-82 

488-11 

1937-38 

395-54 

394-55 

70-12 

464-67 

193940 

395-58 

395-12 

120-87 

515-99 


This increase is Iragely accounted for by the progres- 
sive policy of the state. Hardly three dceades ago expen- 

^In the preparation of this paper, I am indebted to Prof. V. 
L. D.’souza and Mr. B. R. Subba Rao for various suggestions and 
to my student Mr. G. Ramakrishna Reddy for some statistics. 
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diture on public undertakings was very limited and was al- 
most confined to the hydro-electric scheme. Large amounts 
were not spent upon social service such as education and 
public health. But to-day there is hardly an important 
enterprise that is not either completely or considerably 
financed by the slate. Iron and steel, porcelain, soap, sandal 
oil, cement and similar concerns are owned by the govern- 
ment while others like sugar, paper, textile, chemicals and 
fertilizers are largely dependent upon state capital. More- 
over huge sums are being spent on such public undertakings 
as the Krishnaraja Sagar, Thippegondanahalli, Shimsha and 
Irwin canal projects. Finally, social service expenditure in 
the shape of education, medical relief and public health is 
many times more than it was thirty years ago. Thus the 
increase in expenditure is almost wholly real and not merely 
apparent. 

The problem of defence expenditure is directly unim- 
portant in our $tate. For, there is no possible external 
danger and even if there is to be one, protection is guaranteed 
by the British authorities. Our defence expenses, however, 
are of two kinds: the subsidy and the amount spent on the 
state forces. It is really doubtful whether the subsidy is a 
political tribute or a payment for protection. It was im- 
posed in 1799 on the restoration of the Hindu dynasty as a 
payment to the British government for guaranteeing the 
defence and security of the state. The amount was 
lakhs of rupees till 1896, 35 lakhs till 1927, 24^- lakhs till 
1938 and is 19T lakhs since. In this period of about 
one hundred and forty years Mysore has paid more than 77 
crores in the form of the subsidy. The British government 
has recognised the inequity of this contribution and has 
agreed to abolish it as soon as its finances permit. 

Mysore also spends on maintaining an army whose 
strength has been gradually reduced from 3000 men in 
1910-11 to 1400 in 1937-38, and the expenditure is as 
below : — 

1910-11 13-3 lakhs 

1930-31 17-1 lakhs 

1937-38 14'8 lakhs 

1939-40 7*2 lakhs 
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Including the subsidy the total amount spent on defence 
was: — 



Amount 

Proportion 

1910-11 

Ks, 48 5 lakhs 

24% 

1930-31 

Rs. 41*6 lakhs 

8% 

1937-38 

Rs. 33 9 lakhs 

9% 

1939-40 

Rs. 26*3 lakhs 

n 



r.% 


Since a large part of these expenses consists of the sub- 
sidy over which the stale has no control, these figures clearly 
show how little we spend on the wasteful and unproductive 
head of defence expenditure. 

The other aspect of security expenditure is concerned 
with the means of ensuring internal peace, viz., the police, 
courts and prisons. 



Courts 

(Rs. lakhs) \ 
Expenditure oii^ 
Fuliee Prisons 

.^Proportion 

1 Total 1 :i of total 
expenditure 

1910-11 

7-5 

94 

1-2 

18-1 

9% 

1930-31 

11-5 

19-3 

1*0 

31-8 

8% 

1937-38 

11*5 

19 7 

1*2 

32-4 

8% 

1939-40 

12‘2 

21*6 

1*2 

34-8 

8% 


The number of courts has actually been reduced from 
150 in 1910-11 to 110 in 1937-3. The strength of the 
police forces has shown little increase; but the increased 
expenses are due to reorganisation and better payment to the 
members so as to increase efficiency. 

Another equally important item of expenditure is civil 
administration comprising General administration, pensions 
and allowances, muzrai institutions, and miscellaneous de- 


partments. 

Expenditure 

Proportion 
of total 
expenditure 

1910-11 

25*3 lakhs 

12-7% 

1930-31 

425 lakhs 

10'8% 

1937-38 

49*9 lakhs 

12-8% 
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While this expenditure is inevitable, Mysore spends on 
the administrative machinery very much less than even 
British India, For example, the expenditure on general 
administration in Mysore is little over a third of that in the 
neighbouring Madras and Bombay provinces: — 

Proportion of expenditure on general 
administration to total expenditure 



Mysore 

Bombay 

Madras 

1925-26 

43 

13-79 

15-9 

1930-31 

4*1 

13*81 

15*5 

1936-37 

3*2 

8-3 

16*9 


This result is largely traceable to the efficiency anl eco- 
nomy in administration in our state and especially to the 
complete Indianisation of the services and the comparatively 
low salaries. 

Another allied item of expenditure is the cost of revenue 
collection including charges against mining revenue. 



Expenditure 
in lakhs 

Proportion to 
Ke venue 

Expend 

1910-11 

32*4 

136 

15*6 

1930-31 

55*6 

86-0 

13*5 

1937-38 

49*6 

12-0 

120 

1939-40 

50-5 

12*6 

6*0 


Mysore employs the most economical machinery for the 
collection of taxes. It has all along kept in view the maxim 
that the proceed sof a tax should not be absorbed by the 
agency for collecting it. 

Two other necessary items of expenditure are the palace 
expenses and the interest charges. 

The palace expenses are as follows: — 


1930-31 

26*1 lakhs 

6-6% 

1937-38 

261 lakhs 

6-6% 

1939-40 

26*1 lakhs 

65% 


The palace establishment forms an administrative unit. 
The expenses thereof are mainly a payment for a large 
number of public services. Some of the important items 
are estates and gardens, muzrai, parks, dispensary, Sanskrit 
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colleges, certain educational institutions for boys — girls, 
charitable works, poor feeding and financial aid towards the 
encouragement of arts and learning. The palace establish- 
ment is run on the lines of a secretariat and the outlay is 
made in such a manner as to satisfy the canons of public 
finance. 

The interest charges, whose net amount in 1937-38 was 
42 lakhs of rupees, are to be paid on the public debt of our 
state amounting to about 15 crores. The growth in these 
charges is indicated below: — 


Net Interest 

1920-21 11 lakhs 

1930-31 34 lakhs 

1937-38 42 lakhs 


Proportion of 
expenditure 

667o 

13*5% 

15*8% 


Neither the debt nor the interest paid on it is really 
high or burdensome. For the debt per capita in our state 
is very little indeed: — 

U.K. Ks. 2550 U.S.A. Rs. 840 U.S.S.R. Rs. 45 
India Rs, 44 Mysore Rs. 23 

Moreover, the whole of our debt is productive. The 
money borrowed has been invested in such schemes as the 
railways, hydro-electric and irrigation works and industrial 
concerns like the Bhadravati Iron and Steel Works, soap, 
sandal oil, soap factories, tec. No other country or province 
can claim this unique distinction of having a completely 
productive debt. Most of our investments are already yield- 
ing interest on capital and even profits and all of them will 
yield in the long run more income than expenditure. 

The expenditure on the security and necessary items is 
not so distinguishing feature of our public finance as the 
large amount spent on social services. Under this head, we 
shall consider education, medical relief and public health. 
The spread of education has taken the leading place in the 
policy of the state: — 




Proportion 


Total 

of total 



expenditure 

1910-11 

18 7 

9% 

1930-31 

690 

17% 

1939-40 

67*5 

17% 
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This proportion to total expenditure may be compared 
with 15*5 and 13*5 in Madras and Bombay respectively. It 
may also be noted that a very large portion of the money 
spent on education in our state is derived from the govern- 
ment revenue and very little from fees: — 


1936-37 

Mysore 

Madras 

Bombay 

Govertiment funds 

799% 

457% 

41*2% 

Fees 

8*1% 

18-1% 

24-4% 

Miscellaneous 

12*0%^ 

36-2% 

35*4% 

The amount spent per 

student has 

risen in 

our state 

from 165 rupees in 1910-11 to IQj in 

1937-38. 

All types 


of education from the university to the primary school are 
receiving increasing attention from the state. Primary edu- 
cation, however, is receiving particular consideration; the 
number of primary schools has increased from less than 2000 
in 1910-11 to 6000 in 1937-38, i.e., in 1938 there was one 
school for every 1100 people but in 1911 there was one for 
every 2900. The amount spent on this very important 
branch of education rose from 3j lakhs in 1910-11 to 23 
lakhs in 1938. The benefit is indicated by the fact that in 
1938 that 36*6% of children of school going age were 
attending schools as against 16*9% twenty seven years 
earlier. The state is also diversifying education and en- 
couraging specially technical and professional education. 
It is also paying greater attention to increasing the efficiency 
of schools by better salaries to the teachers and greater faci- 
lities to the taught. 

All the same, we have a long way to go to achieve our 
ideal of universal free primary education which is expected 
to cost about 60 lakhs of rupees a year. But for the pre- 
sent, the limited revenue of the state does not permit such 
expenditure. ' 

As important as education is the protection of the 
people’s health. The following was the amount spent on 
public health and medical relief : 


Amount Proportion 

Rs. lakhs % 

1910-11 7*2 36 

1930-31 124 3*1 

1937-38 18*2 4*6 
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As compared to 4*6 spent in Mysore, Madras and 
Bombay spent in 1937-38, 8*7 and 5*2% respectively. This 
does not show the true expenditure on health. The per 
capita amount is a better test. Thus we spent about 3 annas 
2 pies per head as against 2 annas 7 pies and 3 annas 9 pies 
in Madras and Bombay. Although we spend less than 
Bombay, our distribution of the expenditure is wiser. Thus 
there is a hospital in our state for every 23,000 people as 
against 76,000 in Bombay and 40,000 in Madras. The 
result has been better health of the people. 

Mysore Madras Bombay 

1921 14*2 20 26 

1936 14*5 22 26 

Another noteworthy feature of Mysore health expenditure is 
the increasing attention paid to rural health. 

The striking feature of public spending in Mysore is 
the importance paid to economic development in maintain- 
ing government departments and in owning and aiding public 
undertakings of various types. The departmental expendi- 
ture on industries, agriculture, sericulture co-operation, etc., 
amounted to 13| lakhs in 1937-38 as against in 1910-11. 
This sum is spent on agricultural and industrial research and 
on the improvement of implements and livestock, and on 
pioneering industries, and in establishing schools and work- 
shops. 

A more remarkable aspect of our policy is the vast 
amount spent on pubilc undertakings. In fact, the govern- 
ment has gone a long way in adopting a method of state 
socialism. Two types of modern enterprises are found in 
our state, those owned completely by the state and those con- 
siderably financed by it but in private hands. Of the first 
type are the following: — 

CMpilal investpcl up 
to end of 1937-38 
in lakhs of Rs. 


Hydro-eloclrio and Irri^ration works ... 794 

Railways and Tramways ... 642 

Industrial and other works ... ... 106 

Iron and Steel and Cement ... 194 

Miseellaneous (Soap, porcelain, tobacco etc.) 9’H 
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The iin])ortance of these enterprises in the economic 
<lev(']opmeiU of the slate and the magnitude of the investments 
need no emphasis. Some of these are key industries and 
o'lter public utilities, but all of them are productive. A 
good number are already yielding large ])rofitR and in the 
long run all of them will add to the material prosperity of 
the country. 

Of the other tyyje, where the state contributes a })art of 
the capital of private enterprises, the sugar facory and the 
capital of private enterprises, the sugar factory and the 
Krislmarajendra Mills are a few examples. The govern- 
menl has contril)uted 12 lakhs out of the capital of 20 lakhs 
in the case of the Mysore Sugar Co. 

Tet another form of expenditure on economic develop- 
ment in Mysore is that of Public works such as irrigation, 
roads, and bridges. In addition to the caf)ital expenditure 
of 253 lakhs between 1920 and 1927 the amount annually 
on public works is considerable: — 


1910-11 

7\ moil lit ill 

‘J3-9 

R.=. Inkli; 

n 1’ 

1930-3] 

42*GI 

V 

1937-38 

27*61 


1939- to 

290 


All tliese itotns add to 

social welfare. 

Irrigation f, 


lilies incnxise agricultural j)rosperily, while betl(‘r communi- 
cation not only facilitates excluingc; ol goods hu\ also en- 
lightens th(' \illages by bringing th(‘ rural and urban parts 
closer. (Jivil buildings are as useful as they append to the 
acstluaic side of life. 

Tilts review of [lublic ('xpeadilure in Mysore brings out 
ihret’ iniporlanl facts; hrslly, that the (‘xpenditure on social 
services and on material development is enormous and in 
fact is the outstanding feature of our public finance; second- 
ly, that this trait is increasing in im])ortance; and lastly, that 
the little spent on the security services is largely inevitable. 
71ie real test of public spending however is not the aggre- 
gate amount but the per capita sum checked by the dirce- 
F. 31 
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tion and distribution of expenditure and by the tax system. 
We might now apply these tests : 



Rs. 

a. 

P- 

Mysore (Revenue expenditure Rs. 6-1-3, Capital 1-13-7) 

7 

14 

10 

Madras 

3 

10 

10 

Bombay 

7 

7 

0 

All Indian provinces 

3 

3 

5 


h is clear that Mysore has a long lead and it spends 
per capita twice as much as the British Indian provinces. 


Mysore Madras All provinces lionibny 


Security Servic(3s ... 2 7 7 1 4 

5 

1 2 0 

111 3 

Social Services ... 1 q G 0 14 

0 

0 11 3 

1 9 7 

Material development etc. 4 6 9 1 8 

4 

1 6 2 

4 3 0 

It is again evident that Mysore 

leads 

Indian 

provinces." 


Data are insufficient to judge ihe distribution of expen- 
diture either in Mysore or in other parts of India. 

The fourili criterion is that of taxation. The soundness 
of a tax syst(’rn must be judged from three standpoints. 

(1) The proportion of direct to indirect taxes. Generally 
direct taxes are less regressive and therefore a system with 
more of direct taxation may be regarded as more equitable. 

(2) The application of progression specially in relation to 
the exemptions and the rate of progression. Where the 
minimum exempled is in keeping with the environment and 
where the lax gradient is steep, we may be said to have a 
good system. (3) The types of direct and indirect taxes 
prevailing. Thus poll taxes and property taxes are also 
direct taxes but are less desirable than income taxes and 
death duties. Again indirect taxation of luxuries like wines, 
precious stones, costly furniture and intoxicants is certainly 
preferable to taxation of necessaries like salt and food 
stuffs. 


^ The lar^e security expenditure in our stale includes the sub- 
sidy, the army and similar items which together amount to about 
one rupee per head. 
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Judged from these viewpoints, our tax system is infer- 
ior to none in our country: 



Total 

Percentage of 

Percentage of 


Revenue 

Revenue 


tax rev. 


Rs. in lakhs 

Non-tax Tax 

Direct 

Indirect 

Mysore 

395-5 

39 1 GO 8 

37-2 

23-6 

Madras 

1558 

27 0 73 

301 

43-9 

India 

9233 

30-4 696 

34-3 

35-3 

(Provinces only) 





Mysore gets a considerable portion of her revenue with- 
out resorting to taxation. In her tax system the direct taxes 
predominate. Applying the second criterion, we find the 
progressive principle is applied largely to the income-tax 
only and even here the pogression is not very steep. Fur- 
ther, the exemption limit, viz., Rs. 2.400 is commendably 
higher than in British India, and also in England where the 
standard of living is very much higher than in our state. As 
in India, our most important direct tax is the land revenue 
where neither the principle of progression nor that of exemp- 
ton is applied. This makes the tax regressive and burden- 
some. But these defects are found in all the provisions and 
they are not peculiar to our state. From the third point of' 
view, our indirect taxes are mostly excises, particularly on 
intoxicants. These are very desirable taxes, especially in 
these days of prohibition. The two important direct taxes 
are land revenue and the income-tax. The latter is likely to 
increase in importance, though some improvements in the 
land tax are possible. Judged by these various tests, 
Mysore’s public expenditure is at least as good as that of any 
other part of British India and in many respects much 
better. And with some modifications it would become ideal. 
These improvements are in the direction of social expendi- 
ture especially in poor and unemployment relief, old age 
pensions, and the schemes of social insurance. The growth 
in our social expenditure clearly shows that this is already 
the aim of the state. But limited resources are hampering 
our advance. It may be hoped that when all our public 
enterprises begin to pay and when our wealth and therefore 
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taxable^ capacity increases we shall have enough funds to 
spend in all desirable directions. 

SlJMMAPiY 

[There liave been chaii;j;C5 both in ibe qiiaiUily and cliaracler 
of Public Exprndilure in Mysore over the last forty years, and a 
corresponding develoj^nient has laken olace in the PuVdic Income 
of lh(' State. INtw taxes have been introduced from lime to time 
and th(‘re has been a remarkable increase in non-tax income, 
specially in recent years. Recent industrial policy of the Govern- 
ment lias the merit of adding to Public Income, directly and in- 
directly, and broadening the base of taxation. 

The structure and cliarach r of the tax system are analysed and 
the more important taxes, such as Land Revenue and Excise on 
Ei(juor and Drugs arc critically examined. The need and scoj)e for 
alteration or improvemmU of llie tax scheme are discussed witli 
reftrence to incidence of taxation and additional revenue. The 
scope for additional Puldic Income is, demonstrably, not without 
limit and the need, thcicforc, is urgent for a relief from imiierial 
burdens.] 



1 HE DEPRESSION FINANCE ” OF THE BOMBAY 
GOVERNMENT 

By 

Piu)F. T. M. JosHi, M.A., 

Willirigdoii College^ SangU, 


I 

The ])erio(J intervening hetwe(ni the eiul of the last war 
and the be{i;inning of the present constitutes a cointdete cyiF‘ 
of economic activity, exhibiting the }>hascs of expansion, 
crisis, depr(‘s: ion and recovery. After tlie disorganization ol 
economic life causial by th(‘ last war, production, trai!i‘ and 
employment re^ovcicd with amazing ra])idity. Thus, during 
1921 to 1929, almost every country recorded a higher level 
of productive activity and emj)]oyment. Tin* succeeding 
five years constitute the period of crisis and depression. 
Roughly sjKiaking, since 1934 wa)rld economic conditions 
}iav(* been inij)roving, though there was a sliglit recession in 
1937. 

In our own country the cycle of economic activity has 
l)e('n in close' correspondence with the world conditions. 
Here, the war boom reached its ])cak in 1921, after which, 
in lh(‘ i>icturesque phraseology of Professor Kale, “the sky 
hecarne suddenly overcast . . . the financial situation was 
covered willi a thick gloom, and the vision of sunny days 
vanished like a pleasant dream.”' The business conditions, 
however, recovered alter two or three years; up to 1929 
iheie was progress, though the rate was rather slow. The 
(h'pression aflecied the Indian economic life during the sub- 
sequent five or six years. Production and trade showed 
signs of revival after 1935; the gradual recovery has lasted 
to this day with a slight setback in 1937. 

^ V. G. Kale, India’s Natioiml Financi', 1921, p. 8. 
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The repercussions of the cyclical movement of prices, 
production and employment on Public Finance are an in- 
teresting study. In particular, the financial readjustments 
which are necessitated during a depression period call for 
careful analysis in order that the correct remedial measures 
may be adopted in lime. During the last depression the 
finances of almost every country were thrown into diequili- 
brium. The yield of income taxes, customs duties, and the 
profits of State commercial enterprizes fell by 10 to 30 per 
cent in different countries, in spite of the increased rates 
made applicable."* Public expenditure, which is necessarily 
more rigid and inelastic, did not decline in siaiilar propor- 
tions, and the result was ‘^^unbalanced budgets” all round. 
Various measures were adopted to restore budget equili- 
brium: tax rates were raised and new imposts (e.g*., crisis 
taxes) were levied; that part of public expenditure which was 
somewhat elastic (e.g., that on social services) was subjected 
to ruthless retrenchment. These measures, adopted in the 
interest of budget equilibrium, imposed a heavy strain upon 
economic life, which was already suffering from the ravages 
of the ^depression. The question, therefore, was asked; 
Should we sacrifice so much for the ideal of budget equili- 
brium? Is it not better to tolerate (and even approve) 
budget deficits during a depression? 


II 

In what follows an attempt is made to study the 
“depression” phase of Bombay’s finance. It is well-known 
that Bombay’s financial development during the last twenty 
years has gone through three phases: First, the phas<^ of 
steady growth in expenditure during the years 1921 to 1929; 
second, the depression phase, commencing from the year 
1930-31 and lasting up to 1933-34. Since 1934 the general 
economic conditions begin to show improvement, though 

^For details see the following: — 

(1) League of Nations; Public Finance (1929 — 35). 

(2) Dalton (Editor), Unbalanced Budgets, 



Df:PHESSION FINANCE OF BOMBAY GOVT. 


607 


deficit budgetting continued for two years more. We may 
regard the period since 1934 as one of gradual recovery, 
though some might date recovery a bit later. 

The study of the depression period is divided in two 
parts: dhe first contains a narrative of budgetary adjustment; 
the second gives a general review of the financial problems 
and the measures taken. 


Ill 

Budgeiary Adjustments during the depression. 

When, in February 1930, the Hon. Sir G. B. Pradhan 
presented the budget estimates for the year 1930-31, he 
could show a balance between revenues and expenditure. 
In the course of the year, however, his estimaies were vitiat- 
ed by the fall of prices and production, so that the actual 
results of llie financial year 1930-31 showed a deficit oi no 
less than 179 lakhs. This was due to the decline of revenue 
under the following heads: Land Revenue (38); Excise 
(85); Forests (26); Stamps (15); Irrigation (35). 

The outlook for 1931-32 was far from bright. The 
economic depression was deepening and its disastrous con- 
sequences w^ere being accentuated by the Civil Disobedience 
Movement. Tlie budget estimates of the year were : Reve- 
nue, 1524 lakhs; Expenditure, 1589 lakhs. The revenue 
figure was inclusive of 39 lakhs representing Bombay’s share 
of the Petrol Tax, and some 33 lakhs on account of the 
additional taxation for which legislative sanction was to be 
sought. On the expenditure side the Finance Member an- 
nounced a cut of Rs. 39 lakhs, which was principally borne 
by Education (9) and Civil Works (12). In the course of 
the budget ck’bate the Government promised to appoint a 
Retrenchment Committee in accordance wdth the wishes of 
the Legislative Council. The Committee was duly appoint- 
ed with Sir Rustorn Vakil as President. 

The Budget and the Finance Bill of 1932-33 are high- 
ly characteristic of "‘Depression Finance.” Revenue was 
estimated at 1435 lakhs, and expenditure at 1508 lakhs. 
The deficit was in spite of large reductions effected upon the 
recommendations of the Retrenchment Committee. They 
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chiefly afl'eclecl Education, Civil Works and the pay of the 
(yovernment servants, which was subjected to a cut of 10 per 
cent. Despite these reductions the Government had to pro- 
pose fresh taxation in a variety of forms. This year all the 
new tax proposals were embodied in a single Finance Bill — 
an improved procedure cnpied from the Central Assembly 
and the British Parliament. The proposals will be dealt 
with later. 

The budget of P)33-31 presented by Sir Gulam Hussain 
Hidayatulla showed a d dicit of Ks. 50 lakhs, in spite of the 
expenditure reductions to the tune of 28 lakhs. The 
Finance Ad of 1932 was renewed; in addition, a duty on the 
Sale of Tobacco in the l^r('sidency (other tlian that of 
Bombay) was imposed; further, following the recommenda- 
tions of the Keorganizalion Committee, loIl-l)ars were re- 
imposed at e(‘rtain ]>laces on tlie provincial roads. 

IV 

General Review of 'Depression Finanee'' 

ITe following table brings out the de<dine of revenue 
during the period as compared witli lliat of 1929-30, the last 
hionriar year. 


Oidinery 

Revenue 

{In 

Rs. lakhs). 


Heads of Revenue 

19Ldj-30 

1030-31 

1031-32 

1932-33 

1933-34 

Lands Uevenue 

381 -8 

38:r2 

390-9 

374-2 

384-2 

Excise 

402-2 

207-4 

32 1 -2 

329*8 

243 2 

Btiiinps 

177*2 

loS-J 

150 3 

1 58*8 

J 50*4 

h\)rest 


52-2 

50*7 

59 7 

61*3 

Registration 

123 

lO-O 

11*4 

12 5 

10*2 

8(;heiluled Taxes 

20T 

10-4 

19*2 

18-S 

19-1 

The rest including Irri- 
gation, Administrative 
Receipts, etc. 

201 3 

220 1 

252-9 

279 0 

240*7 

Total 

1332.7 

1130-3 

1200 0 

1202 8 

1214‘5 


'Arhc figures in this lalde are taken from llic l)udgel of the 
Bombay Government for 1935-36. They are the actuals of the 
years calculated after making some adjuslmcnls in accounting. In 
|/arlicu]ar. mention must l)c made of the omission of the I)ook- 
tnlry '^Assessment of alienated lands minus (giil rents’’: 
diis omission has reduced the Land Uevenue figure liy about 97 
lakhs. 
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The following observations might be made with refer- 
ence lo the trend of revenues under specific heads: — 

(1) Firstly, it is to be observed that the Land-Revenue 
has been considerably steady. The rigidity of this revenue 
in the face of the enormous decline in agricultural prices and 
the farmers’ incomes, is a matter of grave conc/^rn lo .ill 
those who are interested in the welfare of the rural po])uUi 
tion. The Government granted suspensions and remissions 
on a large scale during the years 1930 — 34. The following 
figures were given hy Sir D. Gooper in his Budget speech in 

1935. 


Year 

Suspension 

s Remissions 


(In thoii.san 

ds of Rupees) 

1 930-3 L 

53,79 

49,77 

1931-32 

58,20 

27,05 

1 932 33 

53,29 

39,71 

l9tt-34 

33, to 

72,00 

Total 

198,74 

189,13 


Now, if the average annual amounts of suspensions and 
remissions were 50 and 48 lakhs respectively, how is it that 
the Land Revenue shows hardly any decline over the figures 
of 1929? 

(2) The Excise revenue has declined by something like 
60 lakhs. This represents an accentuation of the continuous 
decline since 1925. A part of the decline is to be attributed 
to the continued policy in the direction of prohibition; the 
anti-drink campaign of the Congress was also responsible for 
it in a certain measure; chiefly however, it was due to the 
fall of purchasing power of the people. 

(3) Stamp Revenue, which is highly responsive to 
general economic conditions, declined by about 20 lakhs, 
inspite of the higher rates made applicable, and the extension 
of the Transfer of Property Duty to Poona, Ahmed abad and 
Karachi, provided in the Finance Act of 1932. 

(4) The revenue from Forests went down by about 25 
lakhs, obviously due to the fall of prices of forest-produce. 

The large decline of revenue under the foregoing heads 
necessitated measures of additional taxation on the one hand 
F. 33 
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and relrenchment on the other. The two categories of 
measures are treated below. 

V 

Measures to obtain additional Revenue, 

1930- 31: (1) The Government increased the Motor 
registration and license fees which they had been collecting 
under the rule-making powers of the Indian Motor Vehicles 
Act. This brought in an additional revenue of some 10 
to 11 lakhs a year. A few years later, Government’s powers 
in regard to the levy of such fees were questioned, and the 
Government had to legalise the procedure by means of an 
amendment to the Indian Vehicles Act. 

(2) In the same year the Government amplified the 
Bombay Betting Tax (1925) and introduced the so-called 
‘^Bookies’ Tax.” 

1931- 32: The Government renewed the old Stamp 
Act and the (A)urt Fees Act, and proposed an interesting 
measure the Suceession Duty BUI, for the taxation of 
inheritance. This Bill, introduced by Sir G. Pradhan, was 
in contemplation ever since 1923. The present Bill was 
based upon the principles accepted by all eminent economists 
and by the Taxation Inquiry Committee. It did not aim at 
taxing the whole corpus of the estate, but only the share 
accruing to the individual recipient: it was thus not an estate 
duty but a succession duty. Provision was made for reduc- 
tion of rates according to consanguinity, and in regard to 
‘‘quick succession.” The Bill, however, failed to pass 
through the Council, where it was opposed by Mr. Kamat in 
a well-argued speech. 

1932- 33: The Finance Act of 1932 contained the 
following measures: — 

( 1 ) The Electricity Duty : Under this provision was made 
for the levy of a surcharge on the consumption of . electrical 
energy for lights and fans to be collected from the supplier. 
Exemptions were granted to Government industries, tramway 
companies, Railways, local authorities, and hospitals, and 
to consumers of less than 12 units a montb. The revenue 
from this measure was estimated at 12 lakHs, but the actual 
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yield during the subsequent years was in the neighbourhood 
of 9 lakhs, 

(2) Secondly provision was made for the enhancement 
of the fees leviable under the Indian Court Fees (Bombay 
Amendment) Act. 

(3) Provision was also made to raise the Stamp Duly 
on the Transfer of IVoperly to Poona, Ahrncdabad and 
Karachi. The proposal to impose a stamp duty on forward 
transaction in the commodity markets and in the Stock 
Exchange was, however, abandoned in view of administrative 
difficulties. 

The aggregate yield of all the measures contained in 
lh(‘ Finance y\ct could not have b(‘en more than 15 lakhs. It 
could not, therefore, materially meet the difficulties which 
the hugi^ deficits had I'een causing since 1930-31. In the 
next budget session, therefore, itie Government, besides 
renewing the Finance Act, passed two additional measures 
for increasing revenue. They were: — 

(i) The Bombay (District) Tobacco Act, under which 
a license f(‘e for the sale of tobacco in the Ihesidency (other 
than the city of Bombay) was imposed. The yield of the 
duty for the subsequent two years was about 5 lakhs of 
rupees. 

(ii) The second head under which additional revenue 
was obtained was the Tolls. It will be recalled that in 1908 
the Government of Bombay had declared that the policy of 
gradually abolishing tolls on provincial roads was to be 
adopted. During the next few years this policy was pursued 
with such thoroughness that all tolls on provincial roads were 
abolished. In 1922, however, some of the tolls were re- 
imposed for the purpose of road maintenance. In 1932 the 
Thomas Committee recommended an extension of the Toll 
system, and the Government acting upon this recommenda- 
tion, reimposed some more tolls on f)rovincial roads in 1933. 
This measure yielded an additional sum of 7 to 8 lakhs of 
rupees for the next three years. 

The toll system was unpopular from the very beginning. 
In a country like ours where transport facilities in the 
rural areas are ill-developed, tolls are bound to have very 
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adverse economic effects. Though there were no materials 
for studying the incidence of the lolls, experienced persons 
believed that they fell more heavdy u|)on the poor peasantry 
than upon the city dweller going in his private car. Ihe 
auction system, again, which was adopted ior the collection 
of tolls gave rise to grave abuses^ It would seem that the 
Government rarely realised the objectionable character of 
this impost; they (‘onvened a conference in October 1933 to 
discuss the possibility of substituting the tolls by some well- 
thought out system of Motor Taxation. The latter, however, 
had to wait for two years till it was ready for ado{)tion. 

The total additional taxation in 1933-34 over the taxa- 
tion of 1929-30 can be estimated as under: 


1. 

Motor Registration Fees 

... Rs. 10 lakhs 

2. 

Tolls ... 

... „ 7 

99 

3. 

Electricity Duty 

Bookies’ Tax 

... ,, 9 

99 

4. 

. . .1 ,, X 2 

99 

5. 

Enhanced Court fees .. 

... ,, o 

99 

6. 

Enhanced Stamp Duties 

1 ^ 

... ,, X 2 

99 

7. 

Tobacco Duty 

... ,, 5 

99 


Rs. 37 lakhs. 

Though a good deal of the burden of this additional 
revenue fell upon the town-dweller, it must not be supposed 
that the agriculturists’ burden in the depression was lowered. 
We have already drawn attention to the increased burden of 
land revenue due to the decline of agricultural prices and 
incomes. Though the exact amount of the burden is not 
calculable, there is reason to believe that it was extremely 
heavy. 

VI 

Retrenchment. 

The additional revenue derived from the taxation 
measures given above was obviously inadequate for making 

* See ihr infoimative Hf)cecli of Mr. J. H. Greaves (Bombay 
(diamber of Commerce) in the Bombay Legislative Council. Vol. 39, 
p. 833-34. 
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good the loss on account of the old sources. The Govern- 
ment, therefore, had to resort to retrenchment for attaining 
budget equilibrium. 

The retrenchment programme commenced in the very 
first year of the depression. We have already referred to 
the cut of Ks. 39 lakhs announced in 1931-32, which fell 
mainly on Civil Works, Education, and Public Health and 
Medical Departments. At the same time the Government 
announced their intention of appointing a Retrenchment 
Committee to go into the question more fully. The Com- 
mittee was appointed shortly after the budget session and it 
produced an ad interim report in July 1932. In this, some 
immediately realizable economies to the tune of 60 lakhs 
were suggested. The Committee also held that the salaries 
of Government servants ‘Trorn top to bottom must be dealt 
with simultaneously in the interests of equity, and that 
statutory difficulties, if any, in the way of doing this must 
be left to the authorities to deal with.” The final report of 
the Committee came out in November. It embodied the 
Committee’s proposals of permanent retrenchment and of ihe 
reorganization of Governmental activity in general. The 
report bore on its face the obvious marks of haste. When, 
therefore, the Committee said that it was ‘‘incomplete,” there 
was more truth than modesty in it. 

The Government put many of the Committee’s sugges- 
tions into efi'ect, and took some drastic measures independent- 
ly. In an official publication called ‘"The Financial Position 
of the Government of Bombay,” we get the following state- 
ment relating to reductions of expenditure. 

1. Recommendations made in the ad 

interim report of the Retrench- 
ment Committee ... ... Rs. 61 lakhs 

2. Recommendations made in the final 

report of the Retrenchment 

Committee ... ... Rs. 57 lakhs 

3. Action taken independently by 

Government ... ... Rs. 40 lakhs 


158 lakhs 
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In ihe budget speech for 1932-33, however, the total 
figure was stated as 137 lakhs, which was distributed as 
follows: — Irrigation (16), Civil Works (31), General 
Administration (19), Education (27), etc. Hence it must be 
mentioned that the Government had succeeded at effect- 
ing a cut of 10 per cent in the salaries of satutory 
servants. 

It is not possible for a non-olhcial investigator to say 
what part of the retrenchment was permanent and what 
temporary. It is obvious, however, that the reduction of 
salaries, and the cut in the Education grants was to be 
temporary. The Thomas Committee calculated that 
permanent retrenchment amounted only to 32 lakhs. 

In spite of these reductions of expenditure and proposals 
of fresh taxation, the budget of 1932-33 showed a large 
deficit. It appeared, therefore, that nothing sliort of a 
complete reorganization of the machinery of Government 
\vould restore budget-equilibrium. In July, 1932 a com- 
mittee was appointed for this purpose, with Mr. G. A. 
Thomas as its Chairman. The terms of reference for the 
Reorganization Committee were very wide. They were ask- 
ed not to be satisfied with ^‘mere jiruning expenditun^ here 
and there”; rather, their task was to effect economy as a 
result of a general readjustment of the machinery of 
Government. 

The Thomas Committee addressed itself to tliis task in 
a most thorough-going manner. Its proposals regarding the 
reorganisation of Government and retrenchment were esti- 
mated to produce a financial betterment of nearly two crores. 
The Government of Bombay however, [lointed out that ‘‘only 
a small y)art of the two crores can be i^roduced at the volition 
of this Govemmtmt.” In the oflicial publication “The 
Financial Position of the Government of Bombay” (1933) the 
betterment of two crores was analysed as under: (a) Savings 
on pay and pensions, 82 lakhs, (b) Savings dependent upon 
the sanction of the Secretary of State or the Government of 
India, 20 lakhs, (c) Savings dependent upon the efforts of 
the local bodies, 38 lakhs, (d) Betterment which it is 
within the power of the local Government and legislature to 
secure in the near future, 60 lakhs. 
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The principal item urulir (a) was the large saving 
expected as a result of the introduction of the revised scales 
of pay for provincial and subordinate services. Savings 
under (c) were due to the Committee s proposal to reduce 
grants to local bodies and municipalities. They were expect- 
ed to increase their own income through additional taxation. 
The betterment of 60 lakhs under (d) consisted of new 
revenue (20) and retrenchment (40). The former was due 
to the proposals of increasing registration fees, re-introduc- 
tion of one-anna stamp duty on cheques, and imposition of 
additional tolls. The reduction of 10 was to be secured by 
cutting down travelling, house rent and other allowances, llie 
transfer of (iovernment secondary schools to non-oflicial 
management, the closure of Agricullural and Veterinary 
Colleges and the School of Arts etc. 

Space does not permit us to examine the foregoing 
proposals in detail. Bt^sides, many of the ('omrniPee's 
proposals involve considerations of an administrative 
character which this is not the place to discuss. We, how- 
ever, wish to stress one point — that throughout the rejjort 
there runs the orthodox belief that the budget rnusl be 
balanced at all costs. The report takes no cognisance of the 
eflects, both immediate and remote, of the drastic retrench- 
ment on economic life in general. In one respect, however, 
the Committee deserves the gratitude of the Bombay Public, 
and that is in regard to its pronouncement on the subject of 
the salaries of public servants. The Committee recognised 
that the provincial scales were unduly inflated by those of 
the All-India Services, and it proposed some drastic reduc- 
tions in salaries, pensions and allowances for the former. 


VII. 

The foregoing study of the effects of the depression on 
Bombay’s finances, and the measures taken by the Govern- 
ment such as additional taxation and retrenchment, is 
suggestive of certain general considerations bearing on the 
problem of budgetting. The general problem of budgetting 
is two-fold: first, it is a problem of attaining long period 
adjustment between revenue and expenditure in such a wise 
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that an ‘optimum’ scheme of finance, such as would 
maximise welfare, is attained. This raises the question of 
adjusting the tax and expenditure schemes upon the basis of 
the principles of least sacrifice and maximum benefit 
respectively. The short period problem of budgetting, on 
the other hand, is one of making rapid readjustments in the 
tax and expenditure schemes in response to price and income 
fluctuations caused by the trade cycle. Now, if an attempt 
is made to bring about budget equilibrium during a 
depression, the economy is subjected to heavy strain on 
account of additional taxation and retrenchment. Accept- 
ed theory of the Trade Cycle suggests, on the other hand, 
that in times of depression, the Government should stimulate 
elfective demand by giving tax-relief, and by launchixig 
schemes of capital expenditure. This means that during 
years of falling prices and income, the (Government should 
tolerate budget deficits, which should be wiped out by 
accumulating surplus in times of prosperity. This leads to 
the expedient of a trade cycle budgetary programme. 

Now, if we examine Bombay’s financial adjustments in 
the depression we will notice that here, strenuous efforts 
were made to attain budgetary equilibrium by additional 
taxation and ruthless retrenchment. Some of the tax 
measures were definitely objectionable, and so were some 
aspects of retrenchment. We do not wish to pursue the 
detailed criticism here. We only wish to raise the general 
question : Should such drastic measures be taken in the 
interesl of budget equilibrium during a depression peiiod? 
Should we sacrifice so much for the ideal of a balanced 
budget? 

My own views on the subject are as follows: — 

(1) I believe that the Bombay Government should 
concern itself more with the long term than with the short- 
term problem of budgetting. For instance it should try to 
readjust tlje tax structure as to make it more progressive in 
its incidence, lliis v/ill necessitate a large retluction of 
land-revenue and the imposition of such taxes as that on the 
higher agricultural income, it also needs a turn in the direc- 
tion of giving greater Jjenefit to the poorer sections of the 
community. Though this subject cannot be dealt with in 
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detail, one observation must be made: It is that the 
expenditure on salaries is still considerably higher than what 
we can afford. This problem cannot be solved by tempor- 
ary cuts such as made applicable during the last 
depression. 

(2) The short-term problem of budget equilibrium 
ought not to lead to such drastic measures as were adopted 
some time back. On a rough estimate we may say that 
during a depression as severe as the last, Bombay’s 
permanent revenues would go down by nearly a crore and 
a half. Nearly a fourth part of this may be met by retrench- 
ment. The rest may be allowed to lead to deficits which 
would accumulate, let us say, to about four crores in four 
depression years. Now this could be wiped out by surplus 
budgetting in the recovery or the expansion period. Perhaps 
it may be more useful to build up during a prosperous 
period what may be called Depression Fund, which may be 
utilised for meeting deficits and for inaugurating schemes of 
expansion in the depression period. This will obviate the 
necessity of imposing heavy strain upon the economy by 
retrenchment and additional taxation during a depression. 

SUMMARY 

[The world’s economic depression (1929 — 34) affected the 
public finances of all countries in a most adverse manner. Most 
countries adopted drastic methods of retrenchment and taxation to 
make good the decline of revenue during the period. Despite these, 
however, “unbalanced” budgets were the order of the day. 

Bombay’s financial development during the years 1921 — 1939 
falls into three stages: (1) moderate expansion during 1921 — 29, 
(2) rapid decline during 1930 — 1934, (3) recovery since 1935. 

An account of budgetary adjustments during 1930 — 34 is given 
in order to indicate the effects of the depression. 

Some observations are made on the decline of revenue during 
the period. Measures of additional taxation during the period are 
discussed. It is pointed out that these methods could not have 
contributed much towards the balancing of the budget. 

Retrenchment effected during the period upon the recommend- 
ations of the Vakil Committee and Thomas Committee are set forth. 

A plea is made that Bombay (and other provinces) should 
provide against future depressions by establishing a “Depression 
Fund.” This should be built up during prosperous years by sur- 
plus budgetting and utilised during depression for obviating drastic 
methods of retrenchment and additional taxation.] 

F. 33 



NON TAX REVENUE OF MYSORE 


BY 

S. Gopalaswamy, 

Mysore University. 

The public revenue of Mysore for the year 1940-41 
has been estimated at Rs. 439*06 lakhs. During the past 
decade the revenue of the State has increased by more 'han 
Rs. 100 lakhs as per the following table indicating its 
growth : 


Year 


Revenue in lakhs of Rs 


1930-31 

1932-33 

1934-35 

1936-37 

1938-39 

1940-41 

(Estimate) 


3 12'35 
338-28 
367*66 
400-25 
398-28 
439-06 


Mysore, draws its revenue partly from tax and partly 
from non-tax sources. For purposes of study, the following 
is the arrangement of the classification adopted: 

Tax Revenue — comprising the following heads of 
revenue: (a) Land Revenue excepting the 
receipts shown under the head ‘‘Miscellaneous;’’ 
(b) Excise; (c) Income-Tax; (/) Doty on gold; 
(e) Miscellaneous Taxes; (/) Stamps; and 
(g) Registration. 

618 
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Non-tax Revenue — 

I. Derived from natural sources, i.e., the public 
domain : 

(a) Proceeds of the sale of governmental lands and 
other sundry items of revenue such as graz- 
ing rights and minor tree produce, shown in 
the budget under the head — ^Tand Revenue 
— Miscellaneous” ; 

{b) Forest revenue: 

(1) from sandalwood and sandalwood oil; 

(2) from other sources; 

(c) Mining revenue. 

II. Revenue accruing to the State in its capacity as 
trader : 

(а) from the hydro-electric and irrigation works; 

(б) from the railways; 

(c) from the other industrial undertakings of a 
productive nature. 

III. Revenue from other sources: 

(a) Interest on government investments and dividends 
received from joint slock companies; 

{b) Surplus revenue of the Assigned Tract; 

(c) Departmental receipts. 

As in other countries, in Mysore also, the growth of 
expenditure has been a feature of its public finance in the 
last few decades. Since 1881, state activities involving both 
an intensive and an extensive increase of governmental 
functions are in evidence. New duties are being constantly 
undertaken while the old ones are as constantly being 
performed more efficiently. The developmental functions 
of the State have engaged the constant and careful attention 
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of the Government. The following table indicates the in- 
creasing proportion of the revenue expenditure on develop- 
mental functions since 1881 : — 

Revenue Expenditure of Mysore {In Rs. lakhs) 




Expenditure on Development functions ^ 

Year 

Total 

Revenue 

Expenditure 

Material 
and Moral 
Develop- 
ment 

Medical 
aid and 
Pub. 
Health 

Total 

Percentage 
of total 
expendi- 
ture 


Rs. 

Rs. 

Rs. 

Rs. 


1881-82 

119-33 

1‘35 

1-45 ' 

2-80 

23 

1891-92 

170-75 

433 

2-56 

6-89 

4-0 

1901-02 

214-61 

6-99 

4-88 

11-87 

5*5 

1911-12 

232-01 

10-72 

6-86 

17-56 

7-5 

1921-22 

312-05 

52-97 

11-46 j 

64-43 

20-6 

19:n-32 

337-47 

61-86 

14-00 

75-86 

22-5 

1940-41 

(Estimate) 

413-062 

74-70 

19-51 

94-21 

22-8 

I 


During the period of the past sixty years the total 
revenue expenditure of the State has increased very nearly 
three and one half times; and the expenditure on the bene- 
ficent services has increased nearly thirtyfour times. The 
proportion of expenditure on these activities to total expendi- 
ture also indicates a steady rise. 

^ Under Material and Moral Development are included the 
expenditure pertaining to the Departments of Education, Agri- 
culture including Veterinary, Industries and Commerce and Co- 
operation. The expenditure on Medical Aid and Public Health is 
shown under ‘Protection’ in the budget. 

^ Excludes the provision of a contribution of a sum of Rs. 26 
lakhs allotted to the different development funds. 
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In the management of its finances Mysore has been 
aiming at the successful promotion of “the twin ideals that 
every democratic government must set before itself, viz., 
social justice and individual freedom.”* Eypenditure is 
wisely distributed and as a rule it has been possible to 
maintain the budget equilibrium. A courageous and 
a consistent policy has been pursued in regard to the mani- 
fold nation-building activities and there has not been any 
hesitation to embark upon new enterprises, — industrial, 
agricultural or irrigational, whenever circumstances justify 
such a course. 

During this period of the growth of public expenditure, 
the public receipts, including the public revenue as well as 
the public debt, have maintained their pace and recorded a 
steady rise. In 1881-82, the public debt of the State stood 
at Rs. 80 lakhs, (this was the famine debt due to the British 
Government), and at the end of the year 1939-40 it had 
increased to Rs. 1,445'81 lakhs made up of terminable 
long-term debts to the extent of Rs. 841 36 lakhs and the 
balance of Rs. 604 45 lakhs representing the unfunded 
floating debt. The careful investment of these resources has 
resulted in the building up of productive assets estimated at 
Rs. 1,905' 18 lakhs. The excess of assets over the total 
liabilities of all kinds was estimated at Rs. 732'34 lakhs at 
the beginning of this year. 

Revenue expenditure in Mysore has always been well 
within the limits of public revenue. A steady growth of 
both the tax revenue and the non-tax revenue has contributed 
to the stability and strength of Mysore Finances. The 
following table indicates the growth of public revenue and 
the relative shares of tax and non-tax revenues: — 


^ Dewan’s Address to the Representative Assembly, June 1940. 
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1934-35 

1936-37 

1938-39 

1940-41 

(Estimate) 


Revenue under Irrigation shown separately. 
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The natural wealth of Mysore in the form of forests 
and mines provides a rich source of non-tax revenue. The 
total area of forests brought under State management con- 
sists of 4,630 square miles representing about 15% of the 
total area of the state. The importance of the rich forest 
wealth as a source of steady revenue was realised so early 
as 1863 when a separate department for the conservation 
and scientific exploitation of the forests was constituted. 
Sandalwood for which Mysore has long been famous is a 
very valuable product of the Mysore forests. From a very 
early time it appears to have been a monpooly. In 1833 
for the first time the revenue from sandalwood appears as 
a separate item in the public accounts. Since that time the 
income from sandal has continued to grow. Prior to 1916, 
the wood was being sold in auction mainly for export to 
foreign countries and the Government were unwilling to try 
the experiment of extracting oil from the wood as it was 
considered "‘undesirable to interfere with a very highly 
satisfactory source of revenue.” The conditions created by 
the Great War, however, necessitated a change of policy and 
in 1916 the Government started the first factory for the dis- 
tillation of sandalwood. Since then the Mysore oil has set 
the standard as the quality product. The net receipts 
of the factory happen to constitute the forest revenue under 
sandal. 

The sandal revenue has fluctuated in recent yaers 
showing a tendency to decline. The demand for a 
luxury product like sandal oil cannot be expected to 
be steady. Besides, the competition of cheaper oil and 
substitutes has been adversely affecting the price of Mysore 
oil. 

Other forest products including the different species of 
limber constitute the source for the remaining portion of the 
forest revenue. Natural resources accumulated by the slow 
development of the ages are a heritage of the race and not 
merely of one generation. “In the development of Mysore 
forests care has been taken that the development has not been 
at the expense of the capital. In other words, sound sylvi- 
cultural tenets are not being sacrificed merely to reap trans- 
ient monetary benefits. Posterity is not being mortgaged. 

F. 34 
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On the other hand, there has been perceptible addition to the 
capital.”^ 

Another aspect of our forest revenue is the high yield 
of surplus and the low percentage of expenditure as indi- 
cated in the following comparative statement. 


Forest Revenue 1937-38 


Name of Province 


Percentage of sur- 
plus to revenue 


Percentage of 
expenditure to 
revenue 


U. P. 

45 

36 

C. P. 

27 

40 

Madras 

15’68 

58 

Bombay 

37 

48 

Mysore 

54 

20 


The mining revenue constitutes another big non-tax 
source. Almost the whole of this revenue is derived from 
the gold mines royalty. Since the commencement of the 
operations in 1885, the mines have been contributing a 
steadily rising revenue. Since the rise tn the value of gold 
there has been a perceptible increase in the revenue from 
this source. 

The mines are worked by Joint Stock Companies incor- 
porated in England under leases obtained from the Mysore 
Government. The present lease commencing from this year 
is for a period of thirty years. The terms of the lease pro- 
vide for the payment to the Government of Mysore of 

(a) a basic royalty of 5% upon all gold produced; 
and 

(i) a supplemental royalty calculated in dividends 
declared by the companies, varying from 
2^% to 40% as the percentage of dividend 
increased. 


^ ‘‘Mysore Forestry” by Abdul Jabbar, in Current Science, 
September 1940. 
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The operations of the Gold Mines from the commence- 
ment up to the end of 1938 show the following results : 


Gold produced 
Working costs 
Trolits 

Dividends ... 
Royalty 


£ 88 , 723,426 
„ 47 , 616,886 
„ 35 , 983,395 
„ 25 , 967,733 
„ 5 , 050,964 


The benefit which the State has received in the form of 
royalty has been less than 20% of the amount distributed as 
dividends. Public opinion in Mysore is becoming more 
and more insistent on getting from this rich storehouse of 
nature a larger share than what she is at present deriving. 
The recent levy of a duty on gold produced is just a method 
of realising that object and securing a share of the prosperous 
income which is produced by the draining of the country’s 
natural wealth. The Act provides for the payment by the 
owner of the gold works on all gold which is produced there- 
in a duly equal to three-fourths of the amount by which its 
sale price exceeds one hundred rupees. This is expected to 
contribute a sum of Ks. 26 lakhs a year to the lax revenue 
of the State. 

The revenue derived from the natural wealth, particu- 
larly from the two sources, viz,^ the sale of lands and the 
exploitation of mines cannot be considered as stable sources 
of revenue. This aspect of the non-tax revenue has not been 
lost sight of in Mysore. Even in 1905 there was the sug- 
gestion that the mining revenue should be funded. In 
1927, it was suggested that the sale proceeds of lands should 
be shown separately outside the ordinary budget heads, as 
the sale was ''really a capital transaction.” In 1938, in his 
address to the Representative Assembly the Dewan referring 
to this aspect of the problem said, "It has been suggested by 
financial purists that we should be doing only what is right 
if we put all the receipts from these sources into a develop- 
ment fund and applied that to all new schemes of expendi- 
ture . . . The plan we have been following is similar to 
this. The mines and the sandal wood monopoly have paid 
us in the past twenty years a revenue of Rs. 634 lakhs and 
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we have invested in irrigation in the same period an amount 
of Rs, 500 lakhs.” The entire proceeds of the duty on gold 
are proposed to be allotted to development funds this year. 
It is such cautious policy in the utilisation of precarious and 
unstable sources of non-tax revenue that has contributed 
strength to the public finance of Mysore. 

The industrial undertakings owned and managed by 
the State are responsible for another big portion of the non- 
tax revenue. A variety of economic activities have been 
undertaken by the State in pursuance of a definite policy of 
economic development. Since 1881 the Government have 
consistently followed the policy of industrialisation of the 
country. In the realisation of this objective there has been 
careful planning, and the Government have come forward to 
take a more active and practical interest. It is the convic- 
tion of Mysore that ‘‘in the peculiar circumstances prevail- 
ing in the country, State Socialism — and a generous measure 
of it — is not only desirable but is also necessary if the pace 
of industrialisation is to be accelerated.”'"' 

It must be noted that in no case of stale ownership of 
industrial undertakings in Mysore has the fiscal motive been 
directly responsible for its start. Though undertaken with 
a view to accelerate the industrial progress, the concerns 
have been contributing substantially to the public revenues 
Besides the direct revenue, as a result of the expansion of 
general industrial activity, the tax resources also are 
augmented. 

Historically, the earliest state undertaking in Mysore 
happened to be the “/4/ic/ie” or the postal system which was 
introduced during the 17th century and continued till 1889 
in which year it was merged in the British Indian system. 
The concerns at present owned and managed by the State 
may be grouped as under: 

(z*) Public Utility services comprising Hydro- 
electricity, Irrigation, Railways and Water 
works. These together account for a total 
capital investment of Rs. 1,703-44 lakhs re- 

^ Devvan’s Address to the Representative Assembly, 1936, 
October. 
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presenting nearly 90% of the total capital 
investment on all commercial undertakings. 

{ii) Other industrial undertakings including the 
Mysore Iron and Steel Works. These share 
among them the balance of the capital in- 
vestment, viz., Rs. 287-74 lakhs. 

(Hi) Insurance. 

The Insurance business is not made use of as a source 
of gain to the stale. The policy underlying the stale mana- 
agement of this business has been to utilise the gains for 
reducing rates of premia in justice to the insured. 

The public utility services happen to be good sources 
of revenue. The Railways with a total length of 748 miles 
of different gauges are being managed with efficiency. The 
guiding policy of the management has been business eco- 
nomy consistent with public convenience. In 1938-39 the 
net receipts from the Railways happened to be Rs. 25*28 
lakhs which on a capital outlay at charge of Rs. 666*09 
lakhs works out a net yield of very nearly 3*8% and this 
return on the capital investment does not compare unfavour- 
ably with the return on capital in the case of State managed 
railways elsewhere. 

The Hydro-electric and Irrigation works involve a 
capital investment of Rs. 874*32 lakhs, the irrigation portion 
being Rs. 339*39 lakhs. Till recently the Irrigation and 
Hydro-electric accounts were merged together and the works 
treated as a combined undertaking. Since last year the 
accounts have been bifurcated. The yield on Irrigation 
capital not charged to revenue works out at 1'80%. 

Mysore has been the pioneer in the generation and 
supply of hydro-electricity. The project has been so suc- 
cessful that in the year 1938-39, excluding the capital in- 
vested on the new projects that year, the return on the 
capital outlay worked out at 9*70%. The demand for 
power has been ever on the increase and with a view to meet 
this growing demand new schemes are in progress and 
these when complete, will ensure a total capacity of 1,71,000 
H.P. as against the present capacity of 75,000 H.P. The 
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revenue from this source during the past two decades has 
increased threefold. The undertaking has proved to be an 
elastic source of revenue and with the increase in industrial 
prosperity the revenue may be expected to expand further. 

The remaining public utility undertakings are the two 
works for supply of water to Bangalore and the Kolar Gold 
Fields with a total capital outlay of Rs. 86*10 lakhs on 
which a return of 4*64% was realised in 1938-39. 

The commercial undertakings of the second group con- 
sist of manufacturing establishments for the production of 
difl'erent kinds of articles. Of those the Iron and Steel 
Works happen to be the largest with a capital investment of 
Rs. 169;01 lakhs. The total capital invested on all concerns 
included in this group comes to Rs. 287*74 lakhs. 

In the case of public industries there is always the pos- 
sibility of overlooking the strictly commercial methods of 
business. In such cases it is difficult to determine how much 
of the surplus shown is really profit. In Mysore this aspect 
has received great attention, and particular care is taken to 
apply the rigid rules of commercial accounting before arriv- 
ing at the net profits. Depreciation is invariably charged 
off. For example, this year it is reported that the entire 
profits from the Iron and Steel Works have been transferred 
to depreciation account. The different concerns have built 
up their own Staff Provident Funds. They pay interest on 
the working capital drawn from the Treasury. They are 
liable to pay even the local rates on the same scale as is 
applicable to private concerns. The only exemption they 
enjoy as compared with the private concerns is immunity 
from the payment of income-tax. In fact, the welfare acti- 
vities in the State concerns happen to be a source of extra 
burden on them. There cannot, therefore, be any doubt 
regarding the genuineness of the net revenues of the various 
public industries in Mysore. 

Viewing the public revenue from the commercial under- 
takings as a whole, during the past two decades there has 
been an increase from a total of Rs. 32*35 lakhs to Rs. 85*11 
lakhs or an increase of 163%. The increase of revenue 
derived from the natural sources during the same period 
shows an increase of only 16*82%, i.e,, from Rs. 54*34 
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lakhs to Rs. 63*48 lakhs. As a percentage of the total non- 
tax revenue, the revenue from the natural sourc.es shows a 
decline during the period under review from 50*36% to 
35*50%, while the revenue from the industrial undertakings 
has increased from 29*98% to 47*56%. The latter is show- 
ing a tendency towards further increase. The increasing 
importance of the income from the industrial undertakings 
as a source of non-tax revenue is a very significant feature 
of the public finances of Mysore. 

The remaining group of non-tax revenue requires but a 
passing reference. The revenue under interest includes the 
dividends received from the joint stock companies in which 
the Government are interested. This amounted to Rs. 1*89 
lakhs in 1938-39. The surplus revenue of the Assigned 
Tract is the balance of the income over expenditure of the 
civil and military area of Bangalore whose administration 
has been assigned to the British. This amount has been a 
very fluctuating one. 

To conclude, the non-tax revenue of Mysore is a sub- 
stantial and increasing proportion of the public revenue of 
the state. The development of natural resources and the 
various industrial undertakings besides stimulating the eco- 
nomic activity in general has resulted in direct contribution 
to the public revenue. Indirectly, the business prosperity 
has increased the taxable capacity of the people. The im- 
portance of the non-tax revenue is to be judged from the 
point of view of both relief from extra taxation as well ai^ a 
better distribution of the burden of taxation. The resources 
secured from the non-tax sources have enabled the Govern- 
ment to proceed with the various progressive schemes of 
beneficent activities with the willing and hearty co-operation 
of the people. 

Note : — The figures relating to the public accounts are based 
upon various Government Publications. 

SUMMARY 

[As in other countries, in Mysore also, the growth of expendi- 
ture has been a feature of its public finance in the la?=t few decades. 
This growth has been accompanied by a steady rise in the proper- 
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tion of expenditure on the beneficent services. Revenue expen- 
diture has always been well within the limits of public revenue. 
A steady growth of both the tax revenue and non-tax revenue has 
contributed to the stability and strength of Mysore finances. The 
non-tax revenue is a substantial and increasing proportion of the 
public revenue, — the average for the past ten years being 42*5% 
of the total revenue of the State. 

For quite a long time, the non-tax revenue has been a feature 
in Mysore but in recent years, it has become an increasingly im- 
portant support for balancing the budget. Its influence during the 
period of economic depression was particularly marked. During 
the past two decades, the non-tax revenue has recorded an increase 
of 65-83% as compared with the increase of tax revenue of only 
26-76%. 

The non-tax revenue is classified for purposes of study as 
follows : — 

I. Revenue derived from natural sources, i.c., the public 
domain. 

II. Revenue accruing to the State in its capacity as trader. 

III. Revenue from other sources. 

The revenue derived from the exploitation of natural resources 
comprises of the income from the sale of lands, the forest revenue 
and the mining royally. The percentage of this source to the total 
non-tax revenue works out at 35-5 according to the estimates for 
194-0-41. The unstable natuie of the incomes from mines and sale 
of lands as sources of support to the public finance has not been 
lost sight of in Mysore and it is observed that during the past 
twenty years an amount equal to 80% of the proceeds from such 
unstable sources of revenue has been invested in irrigation develop- 
ment. thus contributing to the permanent increase of prosperity. 

The industrial undertakings owned and managed hy the State 
arc responsible for another big portion of the non-tax revenue 
forming 47-5% of the total non-tax revenue according to the budget 
for 1940-41. In no case of state ownership of industrial concerns 
has the fiscal motive been directly responsible for its start. Though 
undertaken with a view to accelerate the industrial progress, the 
concerns have been contributing substantially to the public 
revenue. From the point of view of revenue, the most important 
of the pul>lic undertakings happen to be the Railways, the Hydro- 
Electric and Irrigation Works, and the Water Works, which together 
account for nearly 90% of the total capital investment on all com- 
mercial undertakings. The possibility of overlooking the strictly 
commercial methods of business in determining the correct surplus 
has not been overlooked in Mysore and great care is taken to apply 
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the rigid rules of conmiercial accounting before arriving at the net 
profits. 

Compared with the revenue from the natural sources, the 
revenue from the industrial undertakings as a whole show a sub- 
stantial increase during the past two decades. As a percentage of 
the total non-tax revenue, the revenue from the natural sources 
shows a decline during the period under review from 50-36% to 
35-5% ; while tlie revenue from the industrial undertakings has in- 
creased from 29-98% to 47-56%. The latter is showing a tendnecy 
towards further increase. The increasing importance of the 
revenue from the industrial undertakings as a source of non-tax 
revenue is a very significant feature of the public revenue of 
Mysore. 

The development of the natural resources and the various in- 
dustrial undertakings l>esides stimulating the economic activity in 
general, has resulted in direct contribution to the public revenue. 
Indirectly, the business prosperity has increased the taxable capa- 
city of the people. The importance of the non-tax revenue is to 
be judged from tlie point of view of both relief from extra taxa- 
tion as well as a better distribution of the burden of taxation. 

The resources secured from the non-tax sources of revenue have 
enabled the CovernnKuit to proceed vsilh the various progressive 
schemes of l^eneficent activities with the willing and hearty co- 
operation of the people.] 


F. 35 



FIVE YEARS OF ORISSA BUDGET 


BY 

Saoasiv Misra, M.A., 

Lecturer in Economics, Ravenshaw College, Cuttack. 

The province of Orissa is now in ihe fifth year of her 
life. Five annual statements of revenue and expenditure 
are now available to take stock of her financial situation. 
One budget she had in the pre-reform days and the four 
others under the new constitution. Tliis alfords an oppor- 
tunity of estimating the present position with reference to 
the slate of all airs in the iire-reform period. 

Balancing of the budget. 

Of all provinces in India excepting the North-West 
Frontier province, Orissa has the minimum revenue and ex- 
penditure, taking into account even the subvention from the 
(h)vernment of India. The budget estimates for 1940-41 
show the revenue at 193 lakhs and the expenditure at 200. 
In the budget speech for 1938-39, the Finance Minister 
de])lored a repetition of deficit budgiHs in Orissa. "'’A 
succession of deficit budgets is enough to mar the credit of a 
province,” he said. Deficits year after year arc certainly 
deplorable. But the accounts available for the first three 
years belied the apprehension. The actuals for each of 
these three years showed a siir})lus. Hie budget for 1939-40 
anticipated a deficit of 18 lakhs; but the revised estimates 
have reduced the deficit to 187 thousands only. It will not 
be surprising if this deficit is converted into a surplus, when 
the actuals are available. TIk' current year’s budget esti- 
mates a deficit of 5 lakhs again. 

Taking the figures (actuals' for 1936-37, 1937-38, 

^ Figures, on this })1an, have l>ern followed throughout the 
])a])er. 
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1938-39; Revised estimales for 1939-40 and die budget 
estimates for J 940-41), for all these live years together, die 
total revenue comes to 9, 31 lakhs and the total expenditure 
to 9, 15. There is thus a surplus of 16 lakhs during the 
period of 5 years under review. 

It is curious that the finances of this |)oor province of 
Orissa yield a surplus, (a)si lying all ajiprehension. 4 he 
revenue has be(‘n over-estimated in two years' budgets, and 
under-estimat(;d in the other two. But the expenditure every 
year has been over-estimated on die ave rage by more than 
10 lakhs. 1 n certain cases, the estimates of expenditure 
have been very liberal and wide of the mark, in certain 
others, the amounts jirovided could not be spent due to 
absence of well-tliought-out schemes for the purpose. 

""Orissa can never hope to liave a satisfactory budget, 
unless the flood problem is solved,’” records the budget s])eech 
for 1938-39. ‘Tt is not left to human imagination to gauge 
llie possibility of a Hood, which, if it occurs, is enough to 
upset the budget and sap away the vitality, not to speak of 
the taxable cajiacity of the people."' Floods do aflect badly 
both revenue and (’xpendilure. But then, floods are no 
longer accidents in case of Orissa. It has now^ a certainty 
of succession every thref‘ or (our ycnirs. It is reasonable, 
therefore, that the uncerlainties of tli(^ flood might be spread 
over in three years’ finances. A separate fund for the 
purpose, on the model of th(' 1 amine relied fund, fed every 
year, will to a great extent, meet the* dilliculty. Further, 
there is no reason lor maintaining th<* sanctity of balancing 
th(‘ budget every year. A succession of deficit budgets is 
certainly disastrous. But if the deficits and sur})luses cancel 
out in course of every three or four years, there is no reason 
w^hy this should not be taken as sound financial condition. 
Three or four years to be thus n'garded as a broader unit 
of time for the budgetary purposes, will certainly mean 
financial sobriety and stability. 

But the more important question remains yet to be 
answered. Even if the budget is balanced every year, or, 
say, in course of a period of {hrcc or four years, or, as is 
actually the cas(‘, there is a surplus in five years’ time, have 
we solved the problem in the province? A poor beggar can 
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balance his budget by practising starvation, lias it been 
possible to bring into effect all the necessary measures to 
improve the economic life of the people? To what extent 
have they succeeded in su])plying the necessary social 
services for building /the nation? To find out the answer, 
it is necessary to look into the expenditure of the Govern- 
ment of the province. 

Expenditure, 

During these five years, the expenditure of the Govern- 
ment of Orissa has increased by 38 lakhs — from 162 lakhs 
in 1936-37 to 200 in 194041. This increase of 23% in 
the total expenditure miglit he considered to have appreci- 
ably increased the expenditure on social services. But then 
it is natural that the cost of security and administrative 

services cannot he proportionately small in small provinces, 
and therefore, il is difficult to improve the social services 
adequately. 

Table 1 

Growth of Expenditure on Social services in Orissa. 

{Rs. 000 omitted) 

1036-37 1937-38 1938-39 1939-40 1940-41 

A. Expenditure on So- 39,76 42,63 44,06 47,84 48,01 

cial Service 

B. Total Expenditure 1,69,20 1,75,78 1,81,29 1,95,96 1,99,88 

C. Percentage of A to B 24 5% 24'3% 24*3% 24’4% 24*0% 

The table above shows the growth of expendilure in 
Orissa during the five years on nation-building departm(*nts. 
The expenditure on social services in Orissa has increased by 
8 lakhs in course of these five years. A sum of 8 lakhs 
only cannot be expected to have elfected ap})reciable 
improvement in the social services. In the pre-reform year, 
24-5 per cent of the total expenditure was devoted to the 
social services; in the current year, it is 24%. In many of 
the other provinces, the expenditure on beneficent depart- 
ments has not only absolutely, but also more than propor- 
tionately increased. But in the case of Orissa the increase 
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in llic. total expenditure has not even proportionately improv- 
ed the social services. 

It might be urged that the improvements have been 
greater than indicated by the increase in expenditure, 
because of retrenchment and reorganisation of services. 
But this also applies to the security and administrative 
services, in computing the proportion of the expenditure. 
Besides, this reorganisation cannot have much of immediate 
eflect on the finances; it will take time to fructify. 

Table II 


Growth of the Expenditure on Social Services in 
Orissa {Rs, 000). 



193G-37 

1937-d8 

1938-39 

1039-40 

1940-41 

Education 

25,45 

26,05 

2C,12 

26,94 

26,74 

Medical . . . 

7,82 

8,27 

8,25 

9,57 

9,40 

Public Health 

2,00 

2,48 

2,181 

2,75 

2,07 

Agriculture 

1,02 

1,63 

2,21 

2,50 

2,30 

Industries 

1,4G 

2,06 

2,50 

2,92 

3,23 

Co-operative 

1,12 

1,08 

1,74 

2,05 

2,93 

Veterinary 

90 

1,03 

1,01 

1,09 

1,32 


Total 


Table III 


Expenditure on different Social Services in 1940-41 
{Rs. per one thousand of population). 



Education 

Medical 

Public 

Health 

Agriculture 

Vet. 

Industry 

Madras 

586 

222 

60 

44 

25 

57 

Bombay 

1120 

275 

175 

68 

24 

40 

Bengal 

335 

116 

97 

35 

14 

42 

U. P. 

451 

77 

49 

148 

It 

44 

C. P. 

351 

112 

39 

69 

32 

22 

Bihar 

241 

82 

47 

47 

13 

35 

Sind 

809 

221 

82 

239 

32 

43 

Punjab 

705 

218 

112 

170 

78 

90 

Assam 

466 

168 

107 

75 

23 

29 

N.W.F 

992 

337 

75 

120 

72 

28 

Orissa 

332 

117 

26 

29 

16 

40 
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It will be seen from Table II above llial lliere lias been 
a very slight increase in the expenditure under education as 
well as public health during these five years. It is, there- 
fore, evident that nothing much of inijirovement has been 
effected in these respects during this period. The increase 
in the medical expenditure has been by one lakh and a half, 
which includes an appreciable sum in the medical establish- 
ment on account of the introduction of opium prohibition. 
Thus what is done to-day for the education and health of the 
people of Orissa is not much diflerent from what it was on 
the eve of the introduction of provincial autonomy. The 
annual expenditure on education per one thousaiul of the 
population in Orissa is the lowest com])ared with the olh(‘r 
])rovinces of India excepting Bihar. The medical expcaidi- 
lure does not compare so unfavourably with all other 
provinces; but still it is exceedingly low indeed. Other 
provinces have a number of privately-financed (ulucalional 
institutions and large endowments, of which Orissa has far 
too few. There is scarcely any privately-financed charitable 
hospital or dispensary in the province, and the absence of 
any considerable number of jirivate medical practitioners 
indicates that not matiy people in this j)rovince can afford 
])rivate treatment. This necessitates comj)aralively great 
educational and medical facilities to be provided by the 
government in Orissa. The Government of Orissa spends on 
public health Rs. 26 only per one thousand of the ])opula- 
lion, which is the lowest in India and compares miserably 
with other provinces. It is no use explaining th(* conse- 
quences of such a state of affairs. There remains thus a 
good deal to be done for the provision of education, public 
health and medical facilities, even to reach the standard of 
the advanced provinces of India. 

l.el us then consider how far attempts have been made 
for increasing the income of the people. Expenditures 
under agriculture, industries, Co-operation and Veterinary 
departments have more than doubled during the period under 
review. Attempts have been made to improve the facilities 
in these respects. But then, it must be realised that unlike 
probably any other province in India, Orissa is entirely 
dependent on agriculture. Flood has become a normal event 
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with regular occurrences at shorl intervals. The peasantry 
of Orissa is exceedingly poor and helpless at the uncertain- 
ties of weather. Table 111 shows that the expenditure 
under agriculture is again the lowest in India. The Govern- 
ment expenditure has only touched the fringe of the problem. 
The activities of the* Veterinary dt^partmenl are mostly confin- 
ed to urban and semi-urban areas, and the distant villages 
have not yet been able to get the benefit of the Services. So 
far as industries are concerned, the increase in expenditure 
has been for the development of Cottage industries mainly 
ihiougb {]}(' AH-lndia Village Industries and Spinners’ Asso- 
ciations. But it must be remembered that with regard to 
large scale manufacturing industries, Orissa is the most 
backward corner of India. Orrisa certainly has got resources; 
they have giU to be surveyed and Government might 
inaugurate induslrialisalion even by ]>roviding cajiital for 
the industries at the initial stale. Private capital and 
enterprise are now not forthcoming. The Government have 
therefore to make enormous efl'orts in this direction; an 
annual expenditure of Rs. 40 per one thousand of 
the population will not even scratch the surface of the 
problem. 

It is a])parent from the above discussion that Orissa 
needs a good deal of funds to embark on the necessary 
schemes. The improvements attempted are rather too 
meagre for a population of 83 lakhs. Conditions of life, 
specially in the villages, have not in the least improved. It 
is curious that a sum of 5 lakhs of rupees, provided in the 
last year’s budget, has lapsed wholesale due to lack of 
necessary schemes for the purpose. 

Being long tagged on to different provinces, and conse- 
quently due to absence of sufficient attention, Orissa started 
with an initial deficiency in many respects. A High Court 
and a University, absolutely necessary for the necessary 
development of a separate entity, have yet to be established. 
Orissa does not possess a medical or an Engineering College. 
Technical training institutes, there are none in the province. 
The colossal problem of flood still stands unattempted. Are 
not the people in this province the poorest in India? All 
these need large amounts of money, and the problem there- 



640 


SADASIV MISRA 


fore before the Government of the province is how to obtain 
the necessary funds for all the purposes. 

Revenue 

Revenue, under the new constitution, has increased in 
every province. In Orissa, during these five years, the 
increase has been by 20 lakhs or 11% — from 175 lakhs in 
1936-37 to 195 in 1940-41. Land-revenue is still the most 
important source of revenue, as it is in all other provinces. 
During this period, the income from land-revenue in Orissa 
has been almost stationary. She obtains a large portion, 
namely, 32% of her total revenue, excluding the subvention 
from the Central Government, from this source. Depend- 
ence on this source is rather very great, considering the fact 
that large parts of the province are under permanent settle- 
ment and that Bengal and Bihar obtain only 26 and 24% 
respectively of their revenue from land revenue. It goes 
without saying that in the existing circumstances, there is 
absolutely no scope for increasing the yield from this 
source. 

Provincial Excise has always been the next important 
source. The policy of prohibition, when fully carried out, 
will completely wipe out the income from this source. But 
then the partial prohibition in a limited area has only reduc- 
ed the income by 4 lakhs^ under this head — from 33 to 29 
lakhs in the current budget. 

It remains then to be explained under what heads has 
the increase of 20 lakhs in the revenue been obtained. 
Orissa receives only about a lakh of rupees from the Central 
Government as share of the Jute Export Duty. The 2% 
share of the amount of income-tax distributed among the 
provinces, has increased the revenue of Orissa by 5 lakhs. 
The income under Motor Vehicles taxation has only slightly 
increased during these five years; but it is capable of being 
expanded much more. 

A very considerable increase has been recorded under 
the head ^‘Interest,” which stands at 13 lakhs in the current 
budget. The interest on the pre-reform irrigation debt is, 
under the Niemeyer Settlement, no longer paid to the Govern- 
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ment of India. This accounts for the accrual of about 11 
lakhs under this head; the corresponding amount being 
shown as expenditure under the item of irrigation. This 
however, does not make any difference between the budgets 
for 1936-37 and the current year, since in the former year, 
the subvention received from the Central Government was 
50 lakhs in place of 40 lakhs to-day. This adjustment of 
11 lakhs has, moreover, the effect of inflating the budget 
figures. The subvention has been again 3 lakhs more in the 
current year on account of initial expenses regarding con- 
struction of buildings and the like. This grant of 3 lakhs 
will however cease after the next year. The revenue under 
‘■^Inierest” further includes 85,000 rupees on account of 
interest obtained by investing the building fund received 
from the Government of India. This will continue only as 
long as the whole fund is not spent up. Now all this goes 
to show that the increase in ihe revenue and expenditure are 
to some extent merely temporary or on account of book- 
keeping procedure. 

There has been a very appreciable increase in the 
revenue under “Civil Works,” from 1^ lakhs in 1936-37 
to 9 lakhs in the current budget. This is due to the inclusion 
of the amounts received from the Central Road Develop- 
ment fund and the fund for Orissa buildings. So far as the 
latter is concerned, it serves merely to inflate the budget 
figures, since this amount has already been entered as revenue 
under “building subvention,” the corresponding amount as 
expenditure under “transfer to the building fund” and the 
same amount over again as revenue under “Civil Works” 
to be spent by the Public Works Department. 

The same effect on the budget has also been produced 
by the income and expenditure of the forest department. 
In every other province. Forest Department has been a source 
of net income to the Governments. But in Orissa the ex- 
penditure in this department has always been slightly in 
excess of the revenue, though Orissa is certainly rich in her 
forest wealth. During these five years the revenue and 
expenditure have both increased by two lakhs, just to indi- 
cate the value of concession given to the people which is 
shown under expenditure, the corresponding amount being 
F. 36 
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entered as revenue. This is thus anotlier case which serves 
the purpose of only inflating the budget figures. 

Some increases, it must be mentioned, have been register- 
ed under stamp, registration and departmental receipts. 

It will therefore be seen that the increase in the revenue 
and expenditure has been, to some extent, unreal and mere 
eye-wash and, to certain extent, temporary also. The real 
increase has only been by what the Government of India has 
granted, viz.^ under customs, income-tax, remission of 
interest charges and the direct subvention. Most of the 
existing sources of revenue are not capable of any expansion, 
and about a few others, which are capable, no attempt at 
improvements seems to have been made. 

There are constitutional restrictions indeed on the 
powers of the provincial Government with regard to new 
taxation. But it is no use making too much of them. 
Within the powers given to the provinces, a number of 
productive sources of revenue can certainly be tapped. 
Taxable capacity of the people very greatly depends also on 
the way how the income is spent. Tlie ever important social 
services do require large amounts. It is curious that Orissa 
is the only province which has not attempted any new taxa- 
tion, while every other province in India has imposed one 
or more additional taxes. 

A word of caution, it is necessary to put in, at this 
stage. It is no use increasing the revenue for its own sake. 
There should first be made definite programmes and schemes 
of work under definite plans, and it is only then that there 
will be justification for new taxation to execute themi. 

It is curious that in this province, the budgetted amount 
one year could not be drawn from the Central Road develop- 
ment account on account of the fact that projects were not 
ready for execution. Provision made in the budget for a 
provincial library could not at all be spent. A sum of 5 
lakhs of rupees provided in the last year’s budget for consti- 
tuting a fund for village development has now lapsed whole- 
sale due to no schemes having been framed for the purpose. 
It is essential therefore that definite schemes and pro- 
grammes of work should first be decided upon, before tapp- 
ing any new sources of revenue for the province. 
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New Sources of Revenue 

In the light of the new taxes imposed and possibilities 
explored in other provinces, certain important and produc- 
tive sources of revenue, Orissa can certainly have. One of 
the most important of such taxes is a tax on agricultural 
income. A very peculiar feature of the Indian income-tax 
is lh(^ exemption of agricultural income. This has long been 
the subject of discussion in India. In pursuance of the 
power, given to the provinces, under the Act of 1935, Bihar 
and Assam have since imposed taxes on agricultural income 
and certain other provinces are contemplating such imposi- 
tion. There is certainly a just and desirable case for such 
a lax in Orissa, and the permanent settlement in many parts 
of the province makes the case stronger. That agriculture 
is a distressed industry and that the poor cultivator in Orissa 
will be hard hit, are arguments which have no relevance in 
the case, since there will be an exemption limit and only 
the net income after allowing for all other payments will 
be assessable. In Bihar, the exemption limit is 5000 rupees 
and the rate of the tax and graduation are rather low, based 
on the old system of general income-tax. On a very rough 
and conservative estimate, the yield from such a tax in 
Orissa, based on the Bihar model, will come to something 
over four lakhs of rupees only. But on grounds of equity, 
there is no reason why the exemption limit should be higher 
than Rs. 2000. The only argument may be with respect to 
cost of collection. The Assam Act is certainly more equit- 
able; it is based on the lines of the recent changes in the 
general income-tax. The 'slab’ method is more equitable 
than the 'step’ method. In 1940-41, Assam estimates an 
income of 25 lakhs while Bihar expects only 14 lakhs from 
this source. Orissa, in all fairness, should follow the 
Assam model and the yield will then come to 9 to 10 lakhs, 
an amount which is quite considerable in the case of Orissa. 

Another substantial source of revenue lies in the sales 
tax. Every province in India, with the only exception of 
Orissa, has, during the last four years imposed sales taxes 
on one or more of selected commodities, while Madras has, 
besides, imposed a general sales tax. After the last war. 
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many European and American States have imposed such 
taxes and in many of them, the yield from this source has 
been higher than either from income-tax or custom duties. 
A general sales tax is regressive in character; but in poor 
and populous communities, as in Orissa, such taxes are 
largely to be depended upon. The Excise revenue of Orissa 
amounting to 30 lakhs is being raised from 10 to 15% of 
the population, least able to bear the burden. The general 
sales tax will distribute this burden on the whole popula- 
tion and therefore is certainly preferable to the excise duties 
on intoxicants. The whole loss from the excise revenue due 
to prohibition should be made good from the general sales 
tax, and that will mean justice in the distribution of the tax 
burden. This is an equitable way of taxing the general mass 
of the people and if the exemptions and rates are kept at 
reasonable limits, it will not have any adverse effects on 
trade and business. This tax will prove to be an elastic 
source of revenue, which can be adjusted according to 
requirements. 

Among the selective sales taxes, tobacco tax has been a 
very important one. Tobacco has become a conventional 
luxury and is being very widely consumed in one form or 
another. The burden of the tax will therefore be widely 
diffused, and different rates on different qualities and 
varieties of the commodity will make an approach to the 
principle of ability to pay. The Madras system of taxing 
the manufacturer, wholesaler and the retailer has been very 
ably and justly made out, though it has made the system 
complicated. The consideration justifying the tobacco tax 
in so many other states and provinces in India, apply with 
equal force in Orissa. 

Sales taxes on articles of luxury are more commend- 
able on grounds of equity. A sales tax on motor spirit has 
been imposed in almost every other province in India, though 
with different rates. This tax satisfies all the canons of 
taxation and the cost of administration is exceedingly easy 
and cheap. Orissa ought to have imposed this tax, by now, 
along with the other provinces. 

There is again a good deal of scope for improving the 
motor vehicles taxation in Orissa. The rate of motor tax 
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in South Orissa is double the rate in North Orissa. It is only 
fair that the rate should be made equal throughout the 
province, if not raised higher. Whether the yield is retain- 
ed by the provincial Government or a portion is distributed 
among the local bodies, the effect on the provincial finance 
is the same. The revenue from this source can also be 
increased by increasing the rate and graduating the tax 
according to the size, carrying capacity and horse-power of 
the vehicle. It appears desirable, in view of the poor con- 
struction of the roads in Orissa, that the yield from the sales 
tax on motor spirit and the motor vehicles taxation should 
be earmarked for the improvement of roads in the province. 

The Governments of Bengal and the Central Provinces 
have imposed a tax on trade, profession, calling and employ- 
ment. Employment tax suggested by the United Provinces 
is not permissible under the Act. Orissa can reasonably 
have a tax based on the Bengal model on all persons assesed 
to income-tax. The total number of income-tax assessees 
in Orissa is 1800, of whom about 100 obtain their income 
from investment etc. Therefore, a tax at the rate of Rs. 30 
as in Bengal will yield Rs. 51,(X)0 in Orissa, which is 
certainly worth while having. 

Inheritance tax is one of the most equitable taxes in 
modern states. This tax will provide a very productive 
sources of revenue to the provinces. The India Act of 1935 
empowers the provinces to impose inheritance tax on agri- 
cultural lands only. But it will be very unfair to have such 
a taxation, unless all the other forms of property are 
similarly taxed, which can be done only by the Central 
Government, though for the benefit of the provinces. 

There are a number of other taxes like entertainment 
and betting tax, electric duty, prize competition taxes and 
the like for which there is no scope at all in Orissa. 
Numerous such taxes yielding very small revenues are 
vexatious and irritable, and these are not worth wbil$ having. 

It is felt that the subvention given to Orissa hy the 
Central Government is rather small. The Finance Minister 
of Orissa had also referred to this in his budget speech for 
1937-38. Subventions are necessaiy due, besides other 
things, to the particular scheme of financial distribution 
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adopted in the federal finance. An ill-equipped and poorly 
provided province is, like the weak link of a chain, a drag 
on the national development of a country. Sir Walter 
Layton’s scheme of constituting a provincial fund out of the 
salt and excise duties and distributing the same among the 
provinces on the basis of population would have been better 
for provinces like Orissa. There is certainly a case, under 
the present circumstances, for a larger subvention for Orissa. 
If the consumers of Orissa, it may argued, are paying large 
sums to the Government of India on account of the protective 
duties for the benefit of the industrial provinces, Orissa 
should reasonably expect a share of the yield of such duties, 
since she has no industries, for which she should make this 
sacrifice. All that is suggested is that in case the question 
is reopened, Orissa’s claim for a larger subvention should 
receive proper consideration. 

It will appear from the discussions above that under the 
present circumstances, even within the constitutional limita- 
tions, Orissa can obtain a large amount of money for embark- 
ing upon social welfare work. And, it bears repetition to 
state, that definite schemes of work under systematic plan 
should first be made before, tapping the new sources of 
revenue for the purpose. 


SUMMARY 

Balancing of the budget 

During this period, deficit budgets have resulted in surpluses 
in the actuals. This lias been due to the fact that expenditures 
were very liberally estimated, and, in some cases, amounts provided 
in the budget could not be spent because the necessary schemes 
were not already framed. The uncertainties in the budget intro- 
duced by the occurrence of floods can reasonably be distributed 
over a certain number of years, 

E.rpenditure 

Ther^ has been an increase in the total expenditure during the 
quinquennium; but this has not even proportionately improved the 
social services. The per capita expenditures on the different social 
services are e;f^eedingly low in Orissa, and in many cases, the 
lowest in India. There is considerable leeway to make up even 
to reach the standard of the advanced provinces in India. 
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Revenue 

Ihe increase in the total revenue has been to some extent 
temporary^, and unreal also to certain extent, being merely book- 
keeping adjustmenls on revenue and expenditure. The actual 
increase has been due to the share of jute export duty and income 
lax as also to the remission of the pre-reform debt and the direct 
subvention. There is scarely any scope for the improvement of 
the existing sources of revenue. 

New Sources 

Orissa is the otdy province which has not imposed any new 
tax. A tax on agricultural incoriie, a general sales tax, selective 
sales taxes on tobacco nioter spirit, an increase in the rates of 
Motor Vehicles taxation and a tax on trade and ])rofession are 
suitable and desirable sources of revenue for Orissa. For certain 
other taxes im})Osed in other provinces, there is no scope in this 
province. 

There should however first be made out definite schemes and 
programmes of work before tapping these new sources. 



THE TAX SYSTEM OF MYSORE STATE 


By 

K. S. Nanjundaiya, M.A., 
Mysore University. 


1. iniroduction. 

There is a certain marked proclivity in some sections 
of British Indian statesmanship to label Indian States a 
museum of quaint and antique political customs and insti- 
tutions, generally lagging behind in the march towards 
progress. Views of this ilk are constantly thrown up in the 
flux of opinion on the position of states in a potential All- 
India Organisation. Such an attitude might prove to be 
illiberal on a closer examination of the institutions 
condemned. A brief descriptive and critical account of the 
public income of Mysore is here undertaken, which may 
indicate that there are aspects of Public Administration 
in which Indian India marches abreast, if not ahead, of the 
British Indian Provinces. 

All schemes of public revenue have a peculiar relevance 
to a given quantity and quality of Governmental activities. 
And, the dynamic character of Public Expenditure serves as 
a good measure of the progressiveness of any given system 
of Public Income. The table below indicates the changes 
both in the nature of Public Expenditure in Mysore and in 
its revenue resources. 

^ Considerations of space preclude detailed references. 
Relevant data have been obtained, where the source is not speci- 
fically mentioned, from the Budget Estimates, Statistical Ab- 
stracts and Departmental Reports of the Mysore Government. 
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Table I 


Public Expenditure and Public Revenue in Mysore.^ 




Expenditure 

Public 
Revemue 
(in lakhs 
of Rs.) 

Year 

Public Flxpendi- 
ture (in lakhs 
Rupees) 

on nation 
building ser- 
vices (Ks. per 
thousand of 
population) 

1900-01 

09 ^^. no 

220 

19181 

1910-11 

^4-88 

333 

240-73 

1920-21 

344-11 

1,325 

313 13 

1930—81 

397 89 

1,431 

332-85 

1940-41 

452-01 

1,521 

439 06 

(Budget lOstiinaU*) 




We find that within a generation the volume 

of Public 


Expenditure has more than doubled and a radical change 
has taken place in the outlay of Public Income devoted to 
the inducement and creation of public welfare. These 
changes have been permitted by the dynamic quality of 
public resources, the successful tapping of which is a lest 
alike of the skill and success of statecraft. 

2. Tax and Non-tax Sources, 

As in other countries, our public income is derived 
partly from tax and partly from non-tax sources. 

“ The disparity lictwecn Public Revenue and Expenditure is 
explained by the fact that the figures for the latter, intended 
to convey the expansion of Governmental activities, represent total 
expenditure, incliidinp^ expenditure met from reserve and other 
funds, and not merely Expenditure charged to Revenue. 

The expenditure on nation-building services include figures 
for Education, Medicine and Public Health, Agriculture, Veterinary, 
Industry and (nnimerce. Co-operative Societies, Scientific Depart- 
ments and Public Im])rovemcnls. 

Exyxnditure on nation-building Services (without the last 
item above) in the Pritish Indian Provinces and Mysore may be 
compared: (1939-10 per thousand of population): Madras 

Rs. 1049; Bombay Rs. 1828; Bengal Rs. 669; U. P. Rs, 824; 
Puniab Rs. 1458; C. P. Rs. 658 Bihar Rs. 460; Orissa Rs, 566 
and Mysore Rs.l451 . 

(Figs, for the Provinces are taken from P. J. Thomas, Growth 
of Federal Finance in India), 

F. 87 
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Normally about a third and in recent years an increasing 
])roportion, of Public Revenue is derived from sources other 
than taxation. The actual receipts from the two sources, 
and the proportion of total revenue contributed by each 
source, may be observed from the figures in Table 11. 


Table II 

Tax and Non-tax Revenue in Mysore, 
{In lakhs of Rs,) 


Y oar 

Total 

Public 

Revenue 

Tax 

Non -tax 

P. c. of tax 
revenue to 

P. c. of 
non-tax 

Revenue 

Revenue 

Total 

Revenue 

revenue 
to Total 
Revenue 

1900--0I 

191*81 

14243 

49*38 

74*5 

25*5 

J 905-06 

22676 

137*35 

89*41^ 

61 00 

39*0 

1910- n 

24673 

161 53 

85 20 

65*5 

34*5 

1915-16 

28112 

176 77 

104*35 

62-9 

37*1 

1220-21 

313*13 

212*43 

10070 

67*8 

32*2 

1925-26 

346 37 

233*59 

112*78 

67*4 

32*6 

1930—31 

33235 

212*03 

12032 

63*8 

36 2 

193^-36 

38576 

233*62 

152*14 

60*7 

39*3 

1940-41^ 

43909 

24676 

192*30 

56*1 

439 

(Budget Estimate) 



59*8 

40*2 


Nature has been bountiful with us and man has not been 
tardy to develop and utilise natural resources.^ We have 
rich gold fields which, though worked by a foreign company, 
contributes normally a fifth and in 1940-41 over a quarter 

In addition to an increase in revenue from Forests, Railways, 
Mining and Miscellaneous Non-tax sources, a new source viz,^ the 
Cauvery Power Scheme (Rs. 1909 lakhs) has been taken into 
account 

^ The two percentages are for with and without the special 
duty on Gold (of three-fourths of the amounts by which 
the sale price exceeds Rs. 100 per ounce of gold) levied from 22nd 
March, 1940. 

In fact, in the Budget speeches of the Dewan, the Public 
Revenue of Mysore is treated under three categories : Gifts of God ; 
Results of the States’ commercial enterprises; and Contribution of 
the tax-payer. Cf. The Dewan’s Address before the Representative 
Assembly, June 1935, 
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of the public income of the state." Our forests are rich in 
timber and they yield the fragrant sandal of which we have 
a monopoly, and our revenue from forests amounts to near- 
ly Ks. 25 lakhs (1940-41). The generation of power, the 
provision of irrigational lacilities and railways are public 
undertakings contributing a net revenue of Rs. 80 24 lakhs. 
Industrial and other works of the Government are estimated 
to contribute a sum of nearly Rs. 5 lakhs.^ The industrial 
policy of the Government and its success are not, however, 
best judged on the receipts under the head “Industrial and 
other works.” These receipts have been small and a few of 
the works have often resulted in a loss. But the object of 
these works is not so much to obtain direct profit to the 
Government as to make the stale self-supporting both from 
the point of view of the requirements of the people and those 
of the Government." That is the chief significance of the 
several industrial enterprises of the slate such as Iron and 
Steel, Cement, Soap, Porcelain, Silk Weaving, Serum and 
Implements-making. 

1 he Industrial policy of the Government in recent years 
not merely promises glorious prospects of industrial develop- 
ment, but has, at the same time, an intimate bearing on the 
public income of the state. The policy of direct state- 
ownership and management, the object of much disparaging 
criticism, has given place to one of state-cum-private enter- 
prise. The original start to industry is given by the slate. 
Ihe Government does the prospecting for establishing new 
industries. It is virtually the entrepreneur. It contributes 
and advances a considerable portion of the initial and share 

D is estimated that in 194041 Royalty on Gold would fetch 
Ks. 26 lakhs, the special dutv on Gold Ks. 26 lakhs. Income-tax on 
the Mining Companies Ks. 13.64 lakhs, super-tax Rs. 7-22 lakhs. 
Excise about Rs. 9 lakhs, consumption of electricity Rs 31-85 
lakhs, net receipts from K. G. F. Water Works Rs. l-5l lakhs— 
Total Rs. 115-22 lakhs. 

’ Note that the Iron and Steel Works and Cement Plant, the 
most important of these works, resulted in an actual profit of rL 24 
lakhs in 1939-40, which amount was transferred to the Deprecia- 
tion Fund. 

« Address of the Dewan, Sir Mirza M. Ismail, before the 
Representative Assembly, 14th June, 1934. 
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capital. The safety and stability associated with state 
support and participation evokes a ready supply of private 
capital.*^ The motive of private profit is duly tempered by 
the role in industry of the state, which stands lor the larger 
interests of the community. Sound in itself, the new 
industrial policy adds to the revenue of the state, directly 
and indirectly, in the form of profits on the shares held in 
the several concerns and by way of additions to the revenue 
from Income-tax, Stamps, Registration and Excise. As 
Professor D'Souza observes, "Todustrialisation is pushed on 
with all the resources at the disposal of the Government and 
industrial profits will by and by increase taxable capacity.^ 
Moreover, industrial development, so inaugurated, lends a 
broader basis to the economy of the country and renders its 
tax scheme more flexible. As it is, however, the tax system 
of Mysore partakes of the narrowness and lack of flexibility 
characteristic of the public finance of an agricultural eco- 
nomy. And, specially in recent years, say, for example, 
from 1925-26, the increase in revenue is chiefly the result 
of an improvement in the non-tax source and is not obtained 
by increasing the absolute burden on the people. 

3. Tax Revenue. 

Any improvement, however great, in non-tax sources 
does not detract from the genuine significance of the tax 
sources. For, taxation is not merely the main normal source 
of publication but, specially under the conditions of 
Mysore, it may in the long run be called on to resume its 
premier role in the finances of the State. Nature may prove 
to be fitful and man capricious. The revenue from Gold 
Mining and Sandal Oil sales may diminish or disappear 
altogether. There may be adventitious or advisable restraints 
to the present pace of industrial development. What, then, 

^ A number of industrial concerns such as the Mysore Sugar 
Company, the Mysore Paper Mills, the Mysore Chemical and Fer- 
tilisers, the Mysore Spun Silk Mills, the Mysore Glass Factory and 
the Mysore Stoneware Pipes and Potteries have been established 
under this policy. 

V. L. D’Souza, Economic Development of the Mysore 
State, p. 43. 
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is the structure and character of llie tax syslem? What is 
the necessity or prospect of its development? 

Tax revenue which yields, normally, about two-thirds 
of the public income of the stale is derived from a variety of 
im})osts such as [.and Revenue, Excise on Liquors and Drugs, 
Income-tax, Stamps, Registration and a few miscellaneous 
taxes. Receipts under the several taxes and the part played 
by each impost in the lax scheme may be studied from the 
hgures below: — 

Tax Revenue in Mysore. 

{Bud^^et figures in lakhs of Rs.) 
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14243 

1901- 

-tl 

too 79 

41-99 


8 26 

1-62 

2'8f!* 

161-53 

19-'U- 

-81 

108-30 

77-22 

8-1 r> 

15-70 

3-10 


212 43 

1930- 

-31 

11106 

66*51 

12-36 

19-14 

2-93 


21203 

1940- 

-41 

125 00 

48-10 

35 00 

17-67 

3 00 

17'99t 

246-76 


Proportion of Total Tax Revenue Contributed by the 
Several Taxes, 

(Percentage) 


Cu 


Year 

Land Revenue 

Excise on 

liquors and 
drugs 

Income and 
super taxes 

Stamps 

Registration 

Miscellaneous 

taxes 

1900-01 

69*0 

25-4 


56 



1910-11 

66-1 

26 0 

, , . 

5*1 

TO 

1-8 

1920 -21 

50-5 

364 

38 

7-4 

1-8 


1930-31 

52*4 

31*4 

5-8 

90 

1-4 


1940-41 

50-6 

19-4 

142 

7-3 

1-2 

7-3 


^ Assessed Taxes : The Mohatarfa, tax on vacant sites and 
looms in villages. 

f Excise Duty on Matches Its. 3-41 lakhs; on Sugar Rs. 13-00 
lakhs; on Power Alcohol Rs. 108 lakhs; and the Betting Tax 
Rs. 0-50 lakhs. 
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The changes in the composition of the tax system are 
well revealed in the ligures above. The preponderance of 
Land Revenue and Excise easily strikes the eye, as also the 
inelasticity, from the point ol view oi revenue, ol the tax 
system, specially, during the last twenty years. New taxes 
have been iniroducecl irorn time to time, the proportion of 
tax revenue contributed by these increasing Irom 5*6 p.c. 
in 1900-Ul to dO O p.c. in 1940-41. Undoubtedly, the most 
important of those new taxes have been the Income and 
Super taxes, and taxes on consumption such as the Excise 
Duty on Matches and Sugar, It is quite plain that as in 
the rest of India, the absence of large individual incomes in 
a community of small peasant proprietors and cultivating 
tenants does not admit of a rich source of revenue from 
income taxation. And, with due consideration to the fact 
that a large part of the revenue from income and super taxes 
is derived Irorn the profits of the Mining Companies, the 
steady increase^ ^ both in the absolute amount of revenue 
from income taxation and in tlie proportion it bears to total 
tax income may be deemed to indicate the ebb of prosperity 
in the state and the comparative elasticity of this source of 
revenue. As for Taxes on Consumption, these afford a most 
convenient means lor reaching the tax paying capacity of 
the poorer classes and such taxes have been estimated to 
contribute from a quarter to half the public revenue of even 
several of the Western countries.’" As a dependent state and 
without access to the sea, the most fundamental of consump- 
tion taxes such as the customs duties and duties on articles 
of gemeral use such as salt are denied to Mysore. Even 
for the duties on Sugar and Matches the state is, in a sense, 
at the mercy of the British Indian Treasury. They had to 
be imposed here when the Imperial Government felt the need 
for them in British India, and they would cease to be 
significant in the state the moment conditions permit their 

1930-31 ... Ks. 12*36 lakhs 1936-37 ... Rs. 22*33 lakhs 

1932-33 ••• Rs. 12*73 „ 1938-39 .. Rs. 28*20 „ 

193435 ... Rs. 23*82 „ 1940-41 ... Rs. 26*00 „ 

Annals of the Ameican Academy of Political 2ind Social 
Science, January 1936, p. 35. 
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being reduced or altogether abolished in British Indiad^ 
But there is one saving grace about the Indian Match Excise 
Duty. It has for the first time created a welcome precedent 
of refunds to Indian states of a tax levied by the Govern- 
ment of India on an article of universal consumption. The 
question that such a precedent would raise awkward issues 
in regard to the customs revenue has been raised and it 
v/ill have to be answered to the satisfaction of the Indian 
States. , 

There is, however, one measure of consumption taxa- 
tion which has not yet been tried. The Sales Tax has come 
to be regarded as the tax second in importance in the world 
today, a close rival to customs and income taxation in several 
of the fiscal systems of the west. In an agricultural commu- 
nity, with a substantial amount of production for home 
consumption, sales taxes are effective only within limits. 
But with a rise in the standard of living and diversification 
of the consumption of the masses, a sales tax is likely to 
provide a fruitful source of revenue. A well planned Sales 
Tax measure has a place even in an agricultural economy: 
as a possible corrective of any disproportion in the distribu- 
tion of the burden of taxation as between rural and urban 
areas. Nor would such a tax be altogether an innovation 
in the fiscal history of Mysore. A duty, known as 
^Kurgpudy’ on the wholesale and retail sale of all articles 
had for long been levied in the state, and an annual revenue 
of between Rs. 8 — 9 lakhs was being realised by the levy 
of this and kindred duties, for over twentyfive years before 
it was abandoned in 1861.^^ On the whole, however, 
consumption taxation plays as yet a minor role in the fiscal 
system of Mysore. 

For, one would not have the sii^ijar industry in Mysore at 
a competitive disadvantage with the British Indian producers and 
the quantity of matches produced is as yet negligihle. 

Cfm {a) Memorandum on the Finances of Mysore^ Office of 
the Dfwan of Mysore, 6th February, 1884; 

(/>) Letter dated, 16th December, 1906, Banp^alore from 
Mr. V. P. Madhava Rao to Mr. Frazer, regarding the abolition 
of Halat Duty; 

(c) Dr. K. N. V. Sasiri, The Administration of Mysore under 
Sir Mark Cuhbon, Appendix C. 
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4. Land Revenue. 

The bulk alike of tax and total revenue continues to be 
obtained from taxation on land and the excise on liquors and 
drugs. Even to-day the two together contribute over 70 p-cl 
of tax and about 4*2% of total revenue. Of these, land 
revenue though it has somewhat lost its original significance 
still contributes nearly half of tax income and over 30% 
of the total public income. The inelasticity of land revenue 
is a commonplace of studies in Indian Public Finance and 
so is the element of uncertainty ^vorked into fiscal sch(*mes 
based on this source of revenue. 

Land Revenue in Mysore is derived mainly with refer- 
ence to two prevailing types of tenures, Ryotwari and Inam- 
dari, the bulk of land being under the former tenure.^ ^ That 
considerations of fairness in assessment and wellbeing of 
the cultivator were constantly kept in mind is evident from 
the numerous provisions as to the classification of soil, the 
grouping of villages, differentiatio/i of rates with reference 
to the different types of cultivation, the insistence, during 
the time of original assessment,^'^ on fixing the maximum 
rates on the basis of the economic condition of the ryot and 
the nature and effects of the past management of the taluk. 
Resurvey and Settlement take place only at the end of thirty 
years of the original assessment, and, twen then, with refer- 
ence to general considerations of the value of land as to soil 
or situation, prices and facilities of communication. Rigid 
limits are laid down to the cnha]icement of assessment per- 
missible at a Revision Setlleme^U, and all improvements 
made from private capital and iesourccs are specifically 
allowed for. What is more is the generous provision for 

Observe, for instance, the fnl in tancl rc\eiuie in recent 

years. 

1929- 30 ... Rs. 126-38 lakhs 1^136-37 Rs.l 30-66 laid) 

1930- 31 ... Rs .11106 „ 1937-38 Rs. 119-26 

1938-39 ... 116-09 lakhs. 

Over 78 lakhs of acres are under the Ryotwari tenure a’.nl 
the total extent of Inam lands is about 65 lakhs acres. 

The Survey and Settlement Operations were first started in 
the Harihar Talurj in November 1863. 
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the remission of assessment in the case of failure of crops, 
whereas actually the Government demand is the sum that is 
claimed on a fair average of seasons. The main drawback 
of such a scheme of assessment is, that it is based on empi- 
rical considerations on the subjective impressions of local 
knowledge and experience, and not on any scientific basis. 
Even this is essentially a remediable defect, and we find 
that in Bombay, from where we have adopted the principles 
of our land revenue assessment, with the introduction of the 
Record of Rights in 1900, the letting value has become the 
chief consideration in the Settlement operations.^ ^ The scheme 
of the Record of Rights introduced in Mysore in 1927 is 
well nigh complete for the whole state. From the exhaus- 
tive information it furnishes as regards rent,’'’ the demand 
on land, at any rate during future settlements, may be 
equated to a definite proportion of its rental value.’’’ 

The basis of rent suggested, again, would have to rec- 
kon with the element of local prices, which indeed has be- 
(‘ome th(‘ crux of the agricultural problem. Though much 
of our farming is for subsistence an increasing proportion 
of it need, with every approach towards a balanced economy, 
be devoted to markets. Even for the subsistence cultivator, 
his surplus produce would have to fetch him money for 
paying the government’s cash demand and for the purchase 
of his small luxuries. Necessarily, the vagaries of the 
price level, specially of agricultural produce, have an im- 
portant bearing on the prosperity of the ryot. In fact, one 
of the chief defects of the Ryotwari Settlement is that it is 
not adjusted to the trend of prices during which it is current. 
That assessment would, therefore, be ideal, which automa- 
tically adjusts itself to the price level and the ability of the 
assessee as affected by changes in prices. The Punjab 
Government has, since 1935, successfully tried the experi- 

Evidence of A. W. W. Mackie, I. C. S., Settlement Commis- 
sioner and Director of Land Records, Bombay, before the Indian 
Taxation Enquiry Committee, 1926, p. 392 (Evidence, Vol. VI). 

Form No. VII, Tenancy and Crop Register, the Record of 
Rights Regulation X of 1927. 

In th('?e days of competitive rent the rental value may be 
regarded as a fair index of the net income! from land-holding. 

F. 38 
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ment of basing and adjusting its land revenue demand for 
any year upon the actual price prevailing in the locality 
during the previous year.**^' The other remedy of recover- 
ing the Government dues in kind, of storing grain and pay- 
ing grain wages to labourers engaged on special public 
works is reported to have been tried in Aundh. 

Among other features of land revenue in Mysore is the 
existence of Inams or gifts of land, conferred in the past 
for services rendered to the State or the Ruling Family, 
held free of or subject to very light assessment. Besides 
the loss of revenue involved in the creation of Inams, ““ a 
series of evil consequences have followed from the vague and 
often insecure position of the ordinary tenant under the Inam 
tenure. Not only has a good area of land in the state been 
allowed for long to lay fallow or be badly cultivated, but 
there has been perpetual litigation between the Inamdars and 
the cultivators. Tlie Government however, has been prompt 
in setting things right through the compulsory introduction 
of Survey Settlement in all Inam villages, the reduction of 
the period of uninterrupted possession required to raise the 
presumption of permanent tenancy from 20 to 12 years, and 
the application of the remission rules of the Government to 
Inam tenants. 

A defect, common to the British Indian Provinces and 
Mysore, grave from the academic point of view, is the 
combination of the water rate and land revenue proper.^^ 
The administrative clifTiculties involved in the separation of 
the two, the cost of, and the care attendant on, a suitable 
machinery for the determination of water rates from time to 
time, and the long duration of the practice, probably render 

21 Cf. Indian Journal of Economics, Vol. XVI, Part IV, 
“Reform of liand Revenue Assessment : A Punjab Experiment” 
by P. J. Thomas. 

22 Such loss, for the year 1934-35, has been estimated at about 
Rs. 13-35 lakhs. 

Cf. My unpublished thesis, The Tax System of Mysore, 
submitted for the M. A. Degree Examination of the Mysore Uni- 
versity, 1937. 

2^ Report of the Indian Taxation Enquiry Committee^ p. 103. 



THE TAX SYSTEM OF MYSORE STATE 


659 


the theoretic satisfaction of a separate water rate a costly 
luxury. 

But what indeed is a lacuna in the assessment of land 
in Mysore as in British India, is the absence of any provision 
for the appropriation of the ^Tublic Value” of building 
land, specially, in towns and cities. A tax on such un- 
earned increment besides being productive, specially in the 
rapidly expanding cities like Bangalore and Mysore, is 
recommended from a distributional point of view also.^*^ 

1 .. 

5. Excise on Liquors and Drugs. 

Now to the revenue from Excise on Liquors and Drugs. 
The income from this source rapidly increased since 1900-01 
(Rs. 36T7 lakhs) and reached its peak level in 1920-21 
when it amounted to Rs. 77*22 lakhs, since when there has 
been a gradual fall as noted below: — 

Rs. 64*67 lakhs in 1925-26; Rs. 66*54 laUis in 1930- 
31; Rs. 49*24 lakhs in 1935-36; and Rs. 4B'10 lakhs in 
1940-41. The essential spirit of the measure is restrictive 
in character. The chief drinks and drugs the consumption 
of which is sought to be minimised are Toddy and Arrack, 
foreign liquors, Ganja and Opium, the first two being the 
most significant both from the point of view of revenue and 
of the extent of consumption. A number of direct executive 
measures such as the reduction of the number of shops, 
appointment of Advisory Committees and Licencing Boards, 
and restrictions as to the location of shops, hours of sale, 
age and limits of possession and grants to temperance propa- 
ganda, are undertaken with the object of regulating consump- 
tion, But the chief and the most effective instrument of the 
regulation of consumption is the two-fold levy : a direct fixed 
duty at prescribed rates and a variable license fee generally 
determined by auction. The fixed duty is the primary 
source of control over consumption, and is to be kept high 
enough to minimise consumption without encouraging illicit 
practices. An undue increase in the element of license fees 
might imply speculative bids on the part of shop-keepers 

A. C. Pigou, A Study in Public Finance, p. 173. 
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and attendant demoralisation both of sellers and consumers. 
The comf)aratively minor role of the fixed duty in the excise 
revenue of the state is a matter for consideration and action, 
though it is in keeping with the prevailing low rates of taxa- 
tion in Mysore. A system of steep surcharges for every 


Percentage of Duty to Revenue!^'" 




Arrack 

Toddy 

1920- 

-21 

59*2 

23-3 

1930- 

-31 

49*3 

20-9 

1940- 

-41 

50*8 

248 


additional quantity of liquor supplied after margins fixed 
for each area may be enforced, at least in the case of the 
more harmful arrack. 

The dictum of maximum revenue with minimum con- 
sumption has often been condemned as an inadequate state- 
ment of policy not indicating either the absolute minimum 
consumption permissible or the maximum of revenue which 
the state is prepared to collect. In fact, for every given 
level of consumption there is a maximum revenue obtainable 
and vice versa. And, it is best to fix the maximum amount 
of revenue which the Government requires from this source, 
and then press down the consumption to the corresponding 
minimum level. In fact, in Sweden the Government’s 
interest in this source of revenue is minimised by a law 
which allows only a fixed share of these profits for state 
budget purposes, the balance being assigned to a special 

Compare figures for Madras: — 

Arrack Toddy 

19B2 — 33 ... 50*2 (Madras 55 *2) 26 0 (Madras '49’2) 

1935—36 ... 51-9 (57-8) 24 0 (43*3) 

The bigger Municipalities are levying a moderate surcharge 
of 4 as. per gallon on all arrack sold in excess of 65 gallons a 
month in each shop. 

Evidence of Mr. G. P. Hogg, Commissioner of Excise, 
Bengal, before the Indian Taxation Committee, 1926. 
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fundr^ Ihe pursuit of the policy of maximum revenue has 
at any rate, secured a considerable reduction in consump- 
tion"'^ as may be observed from the figures below, while 
experiments in prohibition are also being tried by closing 
down shops in selected areas. 


Incidence of Consumption 
(per head per year) 



Arrack 

Toddy 

Ganja and 
Opium 


Drams 

Seers 

Tolas 

1920 -21 

3-2 

87 

0-22 

1925-2G 

2-3 

7-8 

019 

19.0-31 

1-9 

5 9 

0i3 

1935 -3G 

POl 

4*1 

Oil 

Madras 

127 



That of the two drinks, arrack and toddy, th( 

demand for 

the latter is 

comparatively inelastic is borne out by [he data 

below. And the disparity in the percentages 

of reduction 

(as between 

the years 1920-21 and 1935 

•36) in 

revenue from 

the two sources and revenue from shop 

rent in 

each case is 


quite revealing. 

Reduction in Consumption, Revenue and Shop-rent 
between 1920-21 and 1935-36. 

(Percentage) 

KeJiicatioii Reduction Reduction 

in in in 

Consumption Revenue Shop-rent 

Arrack ... G4 59‘5 38 5 

Toddy ... 5P9 24*0 14*3 

‘Tei'nj)eTance Legislation in Sweden” by Olov Kinberg, in 
Annals of the American Academy of Political and Social Science 
September, 1932. 

Except in the case of foreign liquor the consumption of 
which has increased from 20,0(K) gallons in 1920-21 to over 30,(X)0 
gallons to-day. 
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6. Incidence of Taxation. 

The merits or defects of individual taxes are of less 
account than the way how the tax system as a whole impinges 
upon the community. The faculty theory of taxation along 
with the view that the sacrifice involved in taxation should 
be as small as possible, points to a high level of exemption 
and steeply progressive taxation above that limit. At the 
same time, the springs of capital and enterprise should be 
left unimpaired. In the resultant compromise, the levy of 
taxes will have to be so framed that while some portion of 
the receipts is obtained from a large number of the com- 
munity, considerably the heavier burdens are placed on the 
broader backs. The striking of this balance is not easily 
accomplished in a community of essentially small incomes, 
and a certain amount of lopsidedness in tax burdens would 
therefore be inevitable. In Mysore, for example, the chief 
sources of Public Income such as the Land Revenue, Excise 
on Liquor and Drugs and revenue from Stamps generally 
bear upon the poorer sections of society, chiefly the small 
holders and labourers, Urban and Rural.’^^^ The duties on 
Matches and Sugar are contributed by almost all classes, 
though in the case of Sugar a higher proportion of the 
revenue is probably obtained from the town-dwellers with a 
higher standard of living. The Road Traffic Taxes,^^ 
essentially based on the benefit principle, are in their final 


Even assuming that land revenue is the traditional sixth of 
gross incom^’, 86% of the land revenue for the year 1936-37 was 
collected from those with a gross income of Rs. 600 per year and 
less, and 54*2% from those with annual income of Rs. 150 and 
less. The burden of the revenue* from arrack is mostly on urban 
labour, and that of today is diffused over the rural population. 

Under the Mysore Road Traffic and Taxes Regulaton, 1935, 
are levied a vehicle tax on Motor Cycles, Cars and Lorries used 
solely for purposes of agriculture, a road tax on motor lorries, a 
service tax and a mileage cess, in lump sum on the basis of seat- 
ing capacity, on public service motor vehicles used for carrying 
passengers. The proceeds, after incidental deductions, are cre- 
dited to a special Road Fund from which amounts are spent on the 
construction and maintenance of roads and bridges in the state. 
The yield from these levies has varied from Rs. 5-55 lakhs in 
1935-36 to Rs. 11-20 lakhs in 19404L 
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incidence borne by the richer owners in the cities and the 
rural classes who make use of th^ road transport in the 
mofussil. A large portion of the Income and Super-taxes 
are paid by companies with a foreign domicile, and a sum 
of about Rs. 14 lakhs (1940-41) is derived from the richer 
section in Mysore. Land Revenue, a fixed charge, is, as 
elsewhere in India, really regressive in character. Thus, 
with the preponderance of land revenue levied al a flat rale 
along with an over-gentle rate-structure of income-taxation^^ 
and the total absence of inheritance and kindred tax 
measures, the class of wealthy persons consisting of large 
land-holders, big merchants and the upper grades of pro- 
fessional classes escapes with a comparatively light burden. 
Again, the small traders in villages and towns and the lower 
grades of professional classes contribute very little to the 
state funds. In short, the tax system is incomplete in 
scope anci unequal in incidence, defects even more notice- 
able in the British Indian Tax structures. 

7. New Sources of Revenue, 

While a readjustment of the tax-system is advisable, 
there is at the same time a great scope for the development 
and extension of the tax-resources of the state. Apart from 
the likelihood of an early or eventual fall or stoppage of 
income from the sale of liquors and drugs and from the 
Gold Mining Operations, there is still a great leeway to be 
covered and much to be accomplished by way of the provision 
of public amenities and utilities, specially from the stand- 
point of established western standards which the Mysore 
State is constantly endeavouring to attain. 

Probably the creation of a better standard of life for 
the masses through increased and improved public expendi- 
ture is as effective a method of redressing the inequalities of 

The rates of income-tax in Mysore are about half those 
of British India under the step system. The rate of tax on the 
income of Companies was raised from 18 t)ies to 24 pies per rupee 
from 1st July, 1940, while the rate for the same in British 
India was fixed at 26 pies under the Finance Act of 1938. 

33 Report on Taaxition in Mysore^ by N. S. Subba Rao, p. 91. 
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taxation as any. In fact, improving the condition of the 
people has all along been the anxious care of the Govern- 
ment. Towards this end and in order to reform the revenue 
system, three types of tax measures might be devised.^^ 


Literacy, Expectation of Life and Exjyenditure on Social 
Welfare^ 


! 

o ! 


Expenditure on Social Welfare 


1 




(1933-3.1) 



1 

Country | 
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United Kingdom 

76-1 

57-0 

£778 

201-8 

25*9 

57 15 

10 

United States of ; 

Vff) 

56-:> 


... 




America. 
France | 

80' 1 

50-5 

49,883 

0620 

133 

10 14 

11 




1 (Fr.) 





Germany 

80-5 

49 01 

6,189 

1372 

22*2 

13 9 

7 

Canada 

710 


0-^ 

00 

49-7 

11*1 

13 3 

9 

1 

Japan ••• - 

717 

44 5 




... 


Australia ••• | 

i 



£64 7 

113 

17*5 

22 8 

0 

India • • • , 

8 

26*7 

2053 (Rs.j 

154 5 

8*5 

0 10 

5 

Mysore i 

91 

24*77 

37*1 (Ks.) 

8' 12 

216 

1 3 

11 

1 

i 




(1940-41) 

1 8 

4 


The estimated yield from each of these sources, stated 
within brackets, is carefully based on data vailable for what may 
now almost be regarded as a normal year. 1935-36. 

^Literacy and expectation of life are computed for the Census 
years 1930 or 1931 . Figures for expenditure on social welfare for 
foreign countries are taken from Sir M. Visveswarayya, A Planned 
Economy for India, and P. J. Thomas, Growth of Federal Finance 
in India. 
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The first would bear generally on the richer classes, and 
would comprise of a recasting of the income-tax, with the 
application of the British Indian rates as a first step and a 
lower exemption limit of say Rs. 1500 (Rs. 14| lakhs), 
taxation of agricultural incomes (Rs. 2 lakhs); higher rates 
of Betting Tax,’^‘* special luxury taxes, inheritance taxation 
and increased Registration fee on higher value documents 
(about Rs. 4 lakhs); a lax on House property and on 
building-lands in the bigger towns and cities (Rs. 4 lakhs); 
an Employment Tax bearing generally on the higher pro- 
fessional classes (Rs. 5 lakhs); and an Excess Profits Tax 
on busines undertakings earning a higher rate of return 
than is economically necessary (Rs. S lakhs)'^^ in all about 
35 lakhs. A second set of taxes would devolve mainly on 
the middle, the smaller professional and the poorer classes 
and would consist of an annual License Levy for state 
purposes on sho])s of all kinds (Rs. lakhs); a Tax on 
Insurance, say, al half of one per cent of the annual premia 
(Rs. 2 lakhs); a Tobacco Tax and Tax on Aerated Waters 
(Rs. To lakhs) (in all Rs. 11 lakhs). The final set of fiscal 
measures would be laid chiefly for their productivity: A welt 
planned Sales Tax (Rs. 16 lakhs), a small terminal lax on 
Railway and Bus Traffic (Rs. lakhs) and a small addition 
to the price of electricity (Rs. 3| lakhs) in all Rs. 28 lakhs. 

Thus, while the transference of the burden from the 
poor to the rich would be both equitable and productive, 
other measures, notably the Sales Tax, would broaden the 

(/) With tlic British Indian Rates and Exemption limit of 
Rs. 2.000 an additional yield of Rs. 12,50,897 was estimated by 
Mr. E. DaCosta, a Member of the Mysore P.ivil Service in his Note 
on “Income Tax in Mysore” a ])aper read at the General Meeting 
of the Mysore Civil Services Association. 20th March, 1987. 

(ii) A much lower exemption limit of Rs. 1,000 was tried 
in British India between 1981 — 86. 

A Belting Tax on tlie lines of the one in Bengal, at 
on all moneys paid into the totalisator and paid or agreed to be 
paid to a backer bv a licensed book-maker, is levied since 1984-85. 

The assessed income of Companies for 1937-88 was over 
Rs. 169 lakhs with fairly steep progression, an amount of not less 
than half the super-tax proceeds may safely be anticipated. 

F. 39 
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base of taxation and add a desirable element of elasticity 
to the revenue system of the Slate. What is more, these 
tax changes may end what is a curious paradox of the public 
altitude towards Government in India to-day : ol a clamorous 
consciousness to Twentieth Century administrative standards 
and a Nineteenth Century reluctance to meet taxation. Nor 
does the taxation proposed overlook fundamental considera- 
tions of taxable capacity. It has been estimated, for 
instance, that effective taxation in the years 1912-13 and 
1922-23 was just 36*3 per cent and 32 per cent respectively 
of taxable capacity. Since the latter year, however, there 
has been no substantial increase in tax burdens while the 
economic development of the state, specially, in re('ent years 
is certain to have augmented the taxable ca})acity of the 
people, 

8. Relief from the Imperial Burdens, 

The new measures suggested, however, can only be 
introduced by and by as occasion demands and |)ublic temper 
permits. A few of them might even be a little loo much for 
the popular element which, under the Government of Mysore 
Act, 1940, is to be directly associated in the administration. 
The initial timidity on the part of the popular element may 
wear out only after a period, while in the meantime sources 
such as the Excise on Liquors and Drugs might be purposed 
to be sacrified. Under these circumstances, tht‘re is only 
one avenue which could be of succour to the States’ Finances, 
and which could release funds necessary both for the bene- 
ficent activities of the Government and for relieving the 
excessive burden on certain sections of society. The 
Imperial (/overnment makes a heavy inroad, directly or 
indirectly, into the resources of the people of Mysore by 
way of the Subsidy, the Civil and Military Jurisdiction over 
the Bangalore Cantonment, direct or indirect control over 
the railway system, maintenance of the Imperial Service 
Troops, profits from Currency and Coinage, Posts and Tele- 

The National Inc.ouiv and Ta.rablr capaefty of Mysore, by 
Professor V. L. D’Sou/a, ]>■ 20. (Reprint from the Journal of the 
Vniversity of Mysore, 1928). 
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graphs, Opium, Salt and Customs. The monetary value of 
ihe burdtui borne by Mysore in these several directions and 
the benefits which the state enjoys by way of protection and 
other imperial services have been estimated at Rs. 164'92 
lakhs and Rs. 132*26 lakhs respectively.^^ The abolition 
of the subsidy with the stigma of feudal servility attached 
to it, and incompatible with the federal principle of equality, 
would be the first and the most appreciable step. Other 
measures, such as a return of a moiety of customs and Salt 
Revenue, might even await imperial necessities. 


Fifiuncial Prohlcms o/ fJic Slul^'s in Federal India by Pro- 
fessor V. b. U\Souza. P)25. pp. 57-62. 



A NOTE ON THE FINANCIAL SYSTEM 
OF HYDERABAD^ 

BY 

Anwar Iqbal Qureshi, M.A., M.Sc., Econ. (Lend.), Ph.D., 

Head of the Economics Dept., Osrnania University, 
Hyderabad, Deccan, 

Historical Introduction 

Hyderabad's finances had a very chequered history in 
the 19th century. Until 1854, no regular account was kept 
of the financial resources of the State. There was no 
Public Treasury. 

Reforms were first introduced by Sir Salar Jung I in 
1855. He appointed a small commiltee of two experts 
under his own supervision, to stabilise the finances of the 
State. Gradually, far-reaching and comprehensive reforms 
were introduced. A uniform system of accounts was intro- 
duced. Treasuries were opened in the districts and bud- 
getary system was introduced. 

Hyderabad has its own currency. In the 19th century 
the coins used to be made by hand and the system was opened 
to fraudulent practices. The present century in contrast to 
the last century marks an era of well organised finances, 
almost unjiaralleled in the previous history of any country. 
Th is has been made possible by a brilliant succession of 
finance members namely. Sir Casson Walker, Sir Berland 
Clancy, and the Right Honourable Sir Akbar Hydari. 

In 1902. the late Sir Casson Walker became the Fin- 
ance Minister. He was alive to the difficulties and draw- 

^ I have to acknowledge? with thanks (he willing help which 
I received from Mr. Liakatulla, Finance Secretary, who, in spite 
of pressure of work„ in connection with the preparation of the 
thidgel, was kind enougli to discuss number of niatlers with me and 
also permitted me to make use of tlic note on “Departmentalisation 
of Finances.” 
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backs of hand-made currency coins. His first act was to set 
up an up-lo-date mint, to coin machine-made rupees. The 
result was that hand currency was altogether eliminated and 
an era of sound currency set in. In 1910 he was succeeded 
by Sir Bertand Glancy. This was an era of rising prices 
and prosperity. The income of the Government was increas- 
ing. Therefore, it was possible to make all-round improve- 
ments and to set the finances on stable basis. 

When Sir Akbar succeeded as Finance Member he in- 
troduced very far-reaching and comprehensive reforms. 
The classification of the budget heads of receipts and dis- 
bursements were revised, '‘in such a way as to exhibit each 
clasi) in its true prospective, and different financial invest- 
ments were earmarked under separate reserves according to 
the resources from or the objects for which they have been 
constituted.” It is not possible within the course of this 
paper to enumerate the various very useful reforms which 
Sir Akbar introduced during his long-term of office 1922- 
36 as Finance Minister. I shall only describe his most 
two famous reforms. The first is known as the Departmen- 
talisation of Finances. This Scheme has earned a world- 
wide reputation for Sir Akbar, and he is rightly ree^arded 
as a great financial genious. It is due to his far-reaching 
foresight that Hyderabad has most stable finances and was 
perhaps ih) only cniiiUry in the world which yiassed through 
the last great depression without any unbalanced budget and 
curtailing of expenditure on productive works. 

As 1 regard the Scheme of Departmentalisation highly 
scientific and of immense value to the provinces in British 
India, I reproduce it below: 

The main ideas of this Scheme were formulated in the 
following paragraphs, when Sir Akbar Hydari presented his 
first Budget Note for 1331 Fasli (1922 A.D.) on appoint- 
ment as Finance Member. He observed: 

'T shall try to eliminate as far as possible, from the ordinary 
revenue and service expenditure of the State, purely temporary 
items of expenditure and especially those which should not genuine- 
ly be considered as such. For example, receipts on account of 
sale of funded investments, like Government Promissory Notes 
might swell the cash balances of the Slate, but being at the expense 
of our invested balances their inclusion would distort a correct 
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of our revenue income. Similarly, ihe profits from Osrnania sicia 
coinage, which formerly used to be invested in a separate reserve 
(the Kalder Reserve), cannot be depended upon as a regular source 
of income, and, cannot therefore be treated in the accounts as an 
ordinary sources of revenue. On the other hand, meeting the 
whole of the famine expenditure of the year in which the famine, 
after a cycle of years, happens to occur, abnormally exaggerates 
the position, as regards expenditure, of that year. 

Departmentalisation of the Finances 

‘‘One of the problems, to which the Financial department pro- 
poses to address itself in the coming year, is the revision of the 
classification of the heads of receipts and disbursements in such 
a way as to exhibit each class in its true perspective and to earmark 
the different funded investments onder separate reserves according 
to the sources from, or the objects for, which they have been cons- 
tituted. There is also another object in view in this revision and 
that is, what I might call, the Departmentalisation of the Finances. 
In a passage that has become classic. Sir .John Strachey showed 
how before the jrrovincialisation of the finances in British India, 
it was the Province that cried the loudest, and not the one that 
deserved the most, that got the largest share from the common 
treasury of India. 

“The local governments had no means of knowing the measure 
by which their annual demands upon the Government of India 
ought to be regulated. They had a purse lo draw upon of unlimit- 
ed, because unknown, depth. They saw^ on every side the neces- 
sity for improvements, and their constant and justifiable desire was 
to obtain for their own province and ])eople as large a share as 
they could persuade the Government of India to give them out of 
the general revenues of the empire. They found by experience 
that the less economy they practised and the more importunate 
their demands, the more likely they w^ere to persuade the Govern- 
ment of India of the urgency of their reipiirements. 

“Applying this analogy of the Provinces in British India to 
the different deparlmenls of this State, giving the most to 
the department that cried the most was a policy which led to no 
practical difficulties when as ten or even five years ago, a surjilus 
of over a crore or even a crore and a half out of a total revenue of 
between five and six crores was a normal feature of the State Bud- 
get. But this has become impossible now. The policy, that sug- 
gests itself to me as the best at present for adoption, is 
to fix the total grant of each department for a number of years 
and give it a large measure of autonomy within that grant, sub- 
ject of course, to such general restrictions as are necessary to avoid 
any undesirable developments or precedents, and subject also lo 
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a rigid and really effective audit. The department must cany out 
whatever measures of reform it might desire to institute within this 
grant. If it happens to have any proposals for capital expenditure, 
it must provide, within its grant, for the amount of interest charges, 
incurred by the State in financing it. If after such allocations of 
the ordinary income among the different departments and making 
due provision every year for the formation of specific reserves 
for such classes of expenditure as, like famine, come inevitably 
but after a cycle of years, there happens to be a surplus it would 
be the happy privilege of the Finance department to suggest how 
that surplus could lie most firofitably distributed, the first claim 
on it ordinarily being that of the department contributing to its 
creation and then of development departments like Education, 
Sanitation, ("ommerce. Industries, Irrigation and Communications, 
that promote the mental’, physical and economic efficiency of the 
people. Until. how( ver. such a snr])lus is actually in the coffers 
of the State, the Members in charge would lie trusted to see that 
the expenditure is kept from year to year within the grants fixed 
for them for a definite period.” 

The scheme was sanctioned in 1331 F. and the follow- 
ing gives the latest version of the rules as passed by the 
Executive Council of His Exalted Highness the Nizam’s 
Government and subsequently amended: — 

I. The grants allotted to each department shall be fixed for 
three years beginning from 1332 Fasli provided — 

(a) if any particularly adverse conditions like Famine or 

severe scarcity arise, they will be liable to curtail- 
ment, 

(b) if there is anv increase at the end of the year 

over the Normal Receipts the excess will be distri- 
buted by additional allotments to the different de- 
partments in such a way as Government may decide. 

II. Each of the spending departments noted in the margin 
Post office and Depart- will be entitled to spend in addition to its nor- 

meiits under ‘ F” Adnii-mal grant any increase in its Receipts and the 
nistration. proceeds of any fees or cess, etc., that may 

])e imposed lawfully for the service of that department. 

III. A department may be given in special circumstances a 
special allotment for expenditure in advance, if the Government 
is satisfied that the rNpenditure wdll be covered by a corresponding 
increase in the Receipts. 
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IV. Each of the commcrcia] and quasi-Commercial depart- 
Printiug, Electricity, nicnU meniioned in the margin shall liave at 
Telephone, Industrial its disposal : — 

Concerns, Jail Industries, 

Stationery Depot. 

(a) its normal net grant, if any is fixed, 

(h) and tilt Heceipts earned hy it, out of Avhich it will have 

(/) to defray all working expenses 

(//) [irovidc for suitable depreciation 

(Hi) ])ay to Government interest at S per cent, on the total 
Gapilal-at-chaigc. From the balance Eft it will })ay 
such profits to Government as the circumstances of 
the department permit. 

V. Every expenditure will he subject to Budget provision. 
Expdiditure in excess of the normal grant will lie allowed either 
in the ciiciimstanc'es mentioned in liule 111 or if the de])arim;nt 
has an eijuivalent amount of surplus balance at its credil brought 
over from the previous year. Expenditure sanctioned liy His Exalt* 
ed Highness without the nej)artment initiating; the jirojiosal wdll 
he chargcahle to the savings of the department hnt if there are not 
sufficient savings after providing for previous commitments, the 
department will he entitled to a corresponding addition to its nor- 
mal grant in excess of budget provision. 

VI. Percentage and ^'cale charges payable under the rules 
on revenue collected, as also refunds, rcl)alcs. and remissions of 
excess collections shall not hr subject to Budget provision. 

VIE The Savings from Departmental grants shall he plac/al 
at the credit of the dcpartrnenl concerned for expendituie during 
the years of the contract, and at the end of the third year, one-half 
of the amount of the unexpended surplus of each deparlmcmt will 
he carried forward to its credit for the next period of the rontract 
Imt the savings by leduction under the following liead^ i'1 laiv e 
entirely to Government : — 

1. Mansahs and special allowances. 

2. Yomias, Mamiil- (not conditional on performance oi 

service.) 

3. Rusums. 

1. Reductions under Irregular Troops. 

5. Tahrir of Sarishtadars. 

6. All sinecure allowances. 
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VIII. If any department desires an increase for its capital 
beyond the capital grant already sanctioned, it must provide with- 
in its grant, i.e., from its receipts, for the amount of interest at 5 
per cent, on the whole capital inclusive of the old as well as the 
new capital claimed. This will be the first charge on its gross 
Receipts. 

IX. The charges under Salaries and Allowances, Contingen- 
cies, and Supplies and Services, shall be regulated by the scales, 
rules and regulations in force from time to time. 

X. The departments will have full powers of inter-appropria- 
tion of grants under Contingencies and Special Charges (Supplies 
and Services) excepting the grants mentioned in Rule VI. They 
will also have power to reappropriate from Contingencies and 
Special Charges to Travelling Allowance and Tour Charges. 

XI. The savings under Salaries and Personal Allowances on 
account of appointments unfilled shall not be appropriated for the 
payment of arrears of pay or temporary appointments not costing 
creation of permanent appointments, but may be utilised from the 
more than the amount. Permanent reduction in establishment be- 
low the cadre fixed by Government on the recommendation of the 
Salaries (Commission can be appropriated for the creation of new 
appointments as well as for increase in contingencies, special 
charges and other improvements of the department. 

XTI. The Allotments for Travelling Allowance and Tour 
Charges and also for the provision for work under Forest, Buildings 
and (Communications, Irrigation and Public Improvement and 
grants for petty construcion and Repairs placed at the disposal of 
each department shall not be appropriated for salaries and contin- 
gencies except with the express approval of the Finance Depart- 
ment, which will be accorded only in very exceptional circums- 
tances.” 


Receipts and Expenditure 

The total normal income of Hyderabad State is a 
little over 9 crores of rupees. 

Following are the main heads of income according to 
the latest budget — 1940. 


Land Revenue 
Excise 
Railways 
Customs 

P. 40 


... . 3 , 10 , 00,000 

... 1 , 75 , 00,000 

... 1 , 35 , 00,000 

... 1 , 20 , 00,000 
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Owing to lack of space it is not possible to give a list 
of expenditure in this paper. But it must be mentioned 
with great satisfaction and pride that a very considerable 
part of this expenditure is being spent on nation-building 
departments. It spends more than 10 per cent, of its in- 
come — over a crore of rupees on education. This figure is 
not even closely approached by any province in British 
India. 

Permanent Reserves 

The second most important contribution of Sir Akbar 
to the State finances of Hyderabad, when he came to the 
helm of financial affairs, was to earmark the different 
founded investments under separate reserves according to 
the sources from or objects for which they were constituted. 
Following are the principal reserves: 

Debt Redemption Reserves 

The public debt of Hyderabad is about 1\ crores of 
rupees. The principal and the interest of this debt are 
secured on the revenues and the assets of the Stale. In order 
to repay these loans sinking fund has been established. The 
reserve has at present Rs. 3,37,53,768 to its credit which 
sum is invested in approved securities. 

Famine Reserve Fund 

In a country which is subject to the appearances of 
famines like the trade cycles, it is essential that in good 
years, provisions must be made for the bad limes. With 
this end in view, the State earmarks a sum of 15 lakhs each 
year. It has been estimated that the cost to mitigate the 
effects of famine amounts to about 3 crores in twenty years. 
The Famine Reserve Fund at present has Rs. 2,93,37,688 to 
its credit. 

Industrial Reserve 

This Fund has been established to invest moneys in in- 
dustrial concerns. The total assets of the fund at present 
are Rs. 2,19,15,561. 
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Industrial Trust Fund 

This is a special branch of the Industrial Reserve. It 
was decided that a sum of 1 crore must be accumulated to 
finance industries of Hyderabad. This Fund has been in- 
strumental in bringing about a number of new industries and 
in developing some old ones. The Fund has about 90 lakhs 
of rupees to its credit. 


Osmania Sicca Stabilization Reserve 

Hyderabad has a currency of its own. It is linked up 
with the British India currency by an exchange ratio which 
has been fixed at 116-10-8 O.S. = 100 B.G. But this ratio 
once used to fluctuate very widely. Now the State has fixed 
the limit of fluctuations. The upper and the lower limit 
being 118 — 12 and 115-10-0. In order to stabilize the ratio 
within these limits a fund has been set up under the name 
of O.S. Stabilization Reserve, If the market-rale of ex- 
change varies from the rate fixed by the Government, the 
State undertakes to buy and sell exchange at the rates fixed 
by it and, any losses that may arise from such transaction 
are made good from the funds of this reserve which stands 
at Rs. 3,61,622,341. The Fund has been built out of the 
profits which arise due to the coining of the O.S. rupees 
which like the British Indian rupees are token coins and 
their market-value is far above their intrinsic value. 


Paper Currency Reserve 

Hyderabad is the only State in India which has a paper 
currency of its own. The note circulation being over 16| 
crores of rupees. Section (9) of the Hyderabad Paper Cur- 
rency Act (11 of 1327 Fasli) provides that not more than 
one third of the total value of currency notes in circulation, 
may, in lieu of cash, be kept in securities of the Government 
of India or in other approved securities. Therefore, about 
5 crores of rupees have been invested in approved securities, 
which yield an income of about Rs. 25 lakhs. 
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Deposits and General Reserve 

The Government receives deposits^ in the State Post 
Office Saving Banks and also for payments towards Provi- 
dent and Insurance Funds. In order to safeguard these 
funds the above reserve has been established whch has 
Rs. 64^ lakhs to its credit. 

Departmental Reserves 

In addition to these reserves each major department 
has its own reserve, the proceeds of which are utilized for 
all these expenses which have not been provided in the past 
budget. This insures smooth expenditure and the activities 
of the departments are not unduly hampered, due to lack of 
provision in the current budget. The total amount of de- 
partmental reserves which have been accumulated from the 
past savings is Rs. 189*94 lakhs. 

SUMMARY 

[In this paper I have described briefly the history of Hydera- 
bad's finances from the middle of the 19th century. 

Hyderabad is the only State in India which has a complete 
currency system of its own, and issues currency notes of all 
denominations. The exchange rate between Hyderabad rupee, 
which is popularly called Hali or Osmania Sicca and British rupee 
which is popularly known here as B.G. or Kaldar, is 100 

O.S. = 116-10 B.G. 

From the issues of paper currency, H.E.H. The Nizam’s 
Government derives a profit of Rs. 25 lakhs every year. 

In order to stabilize the exchange rates, the Government has 
created a special reserve, called the Osmania Sicca Stabilization 
Reserve. 

Hyderabad has an annual income of over Rs. 9 crores. More 
than 10 per cent, of this income is spent on education — the highest 
percentage in the whole of India. 

The financial system of Hyderabad has been built on very sound 
lines and owes incalculable debt to the genius of the Right Honour- 


^ Hyderabad has a postal system of its own. 
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able Sir Akbar Hydari who was Finance Minister for 14 years. 
The two most outstanding reforms of Sir Akbar are : 

(1) The departmentalisation of finances. 

(2) The creation of special reserves. 

These two reforms have been described at some length in 
this paper and their adoption has been recommended for British 
Indian provinces and other states.] 



SOME ASPECTS OF PROVINCIAL FINANCE 


BY 

B. N. Rohatgi, M.A,, B.L., B.Sc. (London), 
Professor of Economics^ Ravenshaxw College^ 
Cuttack. 

Some of the outstanding and significant features of the 
provincial budgets, during the last four years, are that most 
of the provinces have had almost balanced budgets; both 
the income and expenditure have expanded, and the expen- 
diture on the social services have increased both absolutely 
and in relation to expenditure on security services. 

All Provinces {in lakhs of rupees) 



1936-37 

1938-89 

193940 

191041 




(Revised) 

(Budget estimate) 

Revenue 

8258 

84,92 

89,82 

90,87 

Expenditure 

8203 

85,83 

90,77 

91,15 

Security services 

27,36 

28,17 

28,95 

29,00 

Social services 

19,46 

21,77 

22,94 

23,60 

It is true, as is obvious from the table above, that the 


provincial expenditure on social services has increased by 
Rs. 414 lakhs between 1936-37 and 1940-41; yet it is 
equally true that this increase is inadequate in relation to 
the needs of the people. The Provincial Governments are 
still spending a good deal more on the security than on the 
social services and this is so in spite of the fact that most of 
the revenue of the Central Government is spent on the main- 
tenance of the security services. The table below gives the 
expenditure of the various provinces on the security and the 
social services during the last three years. 
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{In thousands of rupees) 


1938-39 1939-40 (Revised) 



Security 

Social 

Security 

Social 

Security 

Social 

Madras 

5,72,68 

4,62,68 

5,75,48 

4,68,83 

5,80,69 

4,80,60 

Bengal 

5,24,74 

2,03,06 

5,45,83 

3,27,39 

5,59,00 

3,75,76 

Bombay 

3,15,82 

2,97,47 

3,24,98 

3,23,48 

3,19,03 

3,32,50 

U.P. 

4,08,59 

3,54,67 

4,24,37 

3,84,73 

4,26,21 

3,85,81 

Punjab 

3,31,38 

3,22,03 

3,33,70 

3,28,65 

3,34,17 

3,45,88 

Bihar 

2,04,50 

1,3G,08 

2,22,86 

1,49,75 

2,13,00 

1,58,41 

C.P. 

1,G2,G8 

96,76 

1,61,81 

98,47 

1,61,72 

99,55 

Orissa 

Gl,19 

44104 

61,52 

47,86 

61,87 

48,01 

Siiitl 

83,42 

52,10 

80,34 

56,18 

88,43 

56,64 

Assam 

79, 8G 

70,73 

82,66 

69,12 

80,86 

76,12 

N, W. F. P. 

72,13 

37,12 

76,05 

40,20 

75,14 

40,93 

Bombay 

and the 

Punjab 

are the 

only 

two provinces 


where the Governments are spending more on the social than 
on the security services. In U.P. and Assam the security 
services cost about 10% more than the social services. The 
conditions in the North Western Fronlier Province are ab- 
normal and the expenditure on security services must be 
very high In Bengal and C.P. the security services cost 
60% more than the social services. We find that the social 
services are as yet little developed. The standard of living 
in our country is very low. Tliere is unlimited scope for the 
development of education, public health, agriculture, water 
supply, means of communication etc. These facts are loo 
well-known to need any emphasis. It is, however, often 
urged — and urged with a good deal of emphasis — that the 
resources at the disposal of the Provincial Governments are 
far too meagre and limited to enable them to render these 
services on any adequate scale; that the Government of 
India Act, 193d has definitely limited the fiscal powers of 
the provinces and that the people are poor and their taxable 
capacity is very low. 

The purpose of this paper is to examine how far the 
financial resources of the provinces can be increased, so as 
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lo enable them to develop the social services, with a view to 
raising the standard of living of the people. Broadly speak- 
ing there are three ways in which the provinces can improve 
their financial position. They should press the Government 
of India to place more resources at their disposal. They 
should retrench existing expenditure. They should raise 
more revenue by additional taxation. It is proposed to 
examine these possibilities. 

There does not seem to be any possibility of the Central 
Government placing more resources at the disposal of the 
provinces now or in the near future. However high the 
military expenditure may be in relation to the wealth of the 
country, in the world in which we live to-day, it does not 
admit of any reduction. Possibilities are in the other direc- 
tion, namely, that it is very likely to be much more than what 
it is at present. 1 am, however, in this discussion, not tak- 
ing into account the heavy additional expenditure due to the 
present war. This is the hard fact and we must not shut 
our eyes to it. There is scope for retrenchment under the 
head 'Civil Administration’. Even if the Centre is demo- 
cratised and the services are reorganised, the savings due to 
re-organisation will, to a considerable extent, be absorbed by 
the extra expenses involved in the Reforms. Moreover, it 
will take some years for the reduced salaries at the Centre 
to make themselves felt in the budget. Therefore, we have 
to dismiss the possibilities of the Centre placing more re- 
sources at the disposal of the Provinces in the near future. 

There are, however, certain taxes which are to be levied 
and collected by the Centre for the benefit of the Provinces 
and there are very good reasons why the Provinces should 
press for their imposition. The most important among them 
is the Succession duties on property other than agricultural 
land. The Provincial I.egislatures have the power to impose 
succession duties on agricultural land. The case for the 
imposition of succession duties in our country is very strong. 
It is a direct tax and can be graduated on the model of 
Death Duties in England. The burden will be on those who 
are in the best position to bear it. It satisfies the canons 
of equity and productivity. It was unfortunate that our 
Provincial Governments did not press for its imposition. 
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It will, however, be very unfair for the Provinces to impose 
it on agricultural land and leave other properties unaffected. 
This may yield an income of about 5 crores every year. 

The 1935 Act provides that the whole or a part of the 
proceeds from the duties on salt and federal excise duties 
may be distributed among the provinces. Under the exist- 
ing conditions, as pointed out before, it is not feasible for 
the Central Government to part with any portion of the 
proceeds from the Central excise. But the Provincial 
Governments can press the Central Government for increas- 
ing the rate of duties in the case of certain commodities like 
sugar (with the corresponding increase in the import duties), 
matches and kerosine oil, and for the distribution of the 
additional proceeds among the provinces. No doubt excise 
duties are regressive in character and the effect of the above 
proposal will be a burden on the poorer section of the com- 
munity. But there are very valid and cogent reasons why 
we should have recourse to them. In our country the vast 
majority of people have small incomes and the only way to 
reach them is through indirect taxation. The scope for the 
imposition of direct taxes in the provinces is limited and it 
is suggested that recourse should be had to indirect taxes only 
after exhausting the possibilities of direct taxes. Even in 
countries like England the relative importance of indirect 
taxes (customs and excise) have been increasing during the 
last ten years. Finally, it is assumed that proceeds from 
these taxes will be spent only on the economic and social 
welfare of Jhe common people. If, therefore, the common 
people who will bear the greater burden of increased 
excise duties will also get most of the benefits from the pro- 
ceeds of these taxes, and provided the advantages conferred 
on them by State expenditure are greater than the disad- 
vantages caused to them by taxation, then the objection 
against imposition of such taxes loses its force. We may 
also note that mill-manufactured sugar is mostly consumed 
by the middle and richer sections of community and there- 
fore the burden of the excise duty on sugar will not be on the 
poorer sections of the community. 

The recent changes in Otto Niemeyer Award regarding 
the allocation of income-tax proceeds between the Centre and 
F. 41 
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the Provinces have been very unfair to the provinces. It 
was very probable that by 1941-42 the Centre would have 
got its 13 crores from its own shares of income-tax proceeds 
together with the contribution from the Railways, and that 
the Provinces would have received their full quota of 50% 
of the divisible part of income-tax. Under the New Order, 
the provinces will lose 4| crores in 1941-42 and in each of 
the succeeding years this loss will be reduced by one-sixth. 
The only justification for the New Order — and there is a 
good deal of force in it — is that the Centre has been faced 
vvilh very heavy expenditure due to war. If, however, the 
war comes to an end in the near future the provinces will 
have a strong case for the immediate surrender by the 
Centre of the retained portion of the provincial share of in- 
come-tax. 

The scope for any drastic retrenchment in the provin- 
cial exyjenditure is really very limited. Some of the ser- 
vices have been given constitutional protection and their 
scales of pay are beyond the powers of the })rovincial legis- 
latures. Other services have been re-organised and scales of 
pay considerably reduced. In some cases the enthusiasm 
for economy has carried the pendulum to the other extreme. 
These changes will, however, lake some years to make them- 
selves felt efleclively. As against this there has been an 
increase in expenditure due to the introduction of Provincial 
Autonomy. In conclusoin, we may therefore note that Pro- 
vinces cannot hope to release resources to any considerable 
extent for social services by the process of retrenchment and 
economy under the present order. 

We are now left with the third possibility — scope for 
the imposition of additional taxation by the Provinces under 
th(^ Act of 1935. The new taxes which have already been 
imposed by some provinces or which can be imposed are, 
tax on Agricultural Income, General Sales Tax or the Selec- 
tive Sales Taxes, tax on Amusements and Entertainments, 
tax on Employment and Property Tax. There are some 
other minor taxes which have been imposed but the yield 
from these is small. 

The case for the imposition of a tax on Agricultural 
Income is so obvious and patent that it is surprising v^hy 



SOME ASPECTS OF PROVINCIAL FINANCE 


683 


most of the provinces have not had recourse to it. The only 
two provinces which have imposed it are Bihar and Assam. 
In Bihar the exemption limit has been unjustly fixed at 
Rs. 5,000 while the rates of the tax are rather low. There 
is no justification why these rates should be lower than those 
of the general income-tax. This is a tax on net income and 
therefore the question of agriculture being a depressed in- 
dustry is irrelevant. A few calculations will illustrate the 
loss to the Bihar Provincial Exchequer due to this rather 
low rate. 


All income of 

At Bihar rate? 

At General iiiconio 
Tax rate 

Ra. 5,000 will pay 

Rs. 156 

Rs. 104 

Ra. 10,000 „ „ 

Rs. 312 

Rs. 555 

Rs. 15,000 „ „ 

Rs. 546 

Ka. 1180 

Rs. 20,000 „ „ 

Rs. 833 

Rs. 1901 

Rs. 25,000 „ „ 

Rs. 1302 

Rs. 2742 

Ra. 30,000 „ „ 

Rs. 1562 

Rs. 3523 


It is estimated that in Bihar this tax will yield about 
Rs. 14 lakhs in 1940-41 while in Assam Rs. 25 lakhs per 
year. The Assam rates are the same as the general income- 
tax rates. If Bihar adopts the same scale of graduation and 
the same exemption limit as have been adopted in the case 
of general Income-tax, the annual yield will be about 
Rs. 45 lakhs a year. Taking all the provinces together, an 
income of Rs. 4 crores can easily be expected from this 
source. The imposition of this tax will not only remedy the 
regressive character of the existing Provincial tax system, 
but will also counter-balance the regressive efiects of indirect 
taxes to which the provinces must have recourse to increasing 
extent in future. 

Should agricultural income be liable to super-tax? On 
general considerations, there is no reason for any distinction 
between agricultural and non-agricultural incomes. The 
Bihar and Assam Acts do not provide for super-tax. A 
graduated rate of super-tax, on the same basis as the general 
super-tax, should, in all fairness, be imposed in all the 
provinces. 
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A number of Provinces have imposed either General 
Sales or Selective Sales taxes. Madras is the only province 
which has imposed General Sales Tax in 1939. All the 
provinces except Orissa have imposed sales tax on motor 
spirit. Some provinces have imposed sales tax on tobacco 
and articles of luxury. Governments of Bengal and the 
Punjab are contemplating the imposition of General Sales 
Tax. 

The case for the imposition of General Sales Tax in the 
provinces is very strong under the present circumstances. 
It will be a productive and elastic source of revenue. It is 
not likely to affect adversely to any considerable extent the 
trade, commerce or industry provided the rate of tax is not 
unduly high. After the war of 1911^ — 18 a large number 
of countries in Eurojie and America have imposed Sales Tax 
and the general impression is that it has not stood in the way 
of the development of the internal trade or commerce of 
those countries. The most equitable way of taxing the 
general mass of tlie people is either through the excise or 
through the general sales tax. Sales tax will affect the 
largest number of people but to a very limited extent. It 
has been a very handy and reliable source of revenue in 
other countries and there is no reason why it should not be 
equally successful in ours. The most telling argument 
against its imposition is its regressive character. There 
are, however, some imporlanl considerations which out- 
weigh the objections based on grounds of its regressiveness. 

The Provincial excise revenue (from intoxicants) is far 
more regressive than a general sales tax. The former 
affects a small number of people to a large degree. The 
whole burden of the excise revtmue is at best on not more 
than 10 to 15% of the population — people whose earning 
capacity is very low and who are among the poorest in the 
country. They are least able to bear this burden. It was 
quite convenient in the past to say that the policy of the 
Government in this matter has been one of the maximum in- 
come with minimum consumption. If, however, drinks are 
bad, the best way to check the evil is not by making the poor 
still poorer by imposition of heavy lax, but by complete 
prohibition. If equity and justice are to be the criteria of 
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taxation, the case for prohibition seems to be unassailable. 
The various Provincial Governments should be able to 
recoup the whole loss arising from a policy of prohibition 
from the General Sales Tax. It is only fair that the burden 
which is to-day borne by 10 to 15% of the people should be 
distributed over the whole population. 

The second consideration is that certain articles of 
luxury or of semi-luxury class, or articles which are mostly 
consumed by the middle and richer sections of the commu- 
nity, should be selected and made subject to higher rates of 
taxation. This has been done in other countries and the 
administrative difliculties have been surmounted. Some of 
the Provincial Governments have already imposed selective 
sales taxes. Motor spirit and lubricants, tobacco, radio and 
musical instruments, silk, motor cars, motor cycles, cycles, 
tea and coffee should be subjected to higher rates of tax than 
general commodities. Most of these are consumed by rich 
and middle classes. If these suggestions are accepted, sales 
tax will lose much of its regressive character. 

A sales tax on tobacco merits a special reference. 
Consumption of tobacco is a typical instance of a conven- 
tional luxury widely consumed and it is an article the con- 
sumption of which can be varied greatly according to the 
means of the consumer. A tax on tobacco will not adversely 
affect the efficiency of the people. It will be a productive and 
elastic source of revenue. In almost all the countries, there 
is an internal tax on tobacco. In both C.P. and Madras 
this tax has been imposed in 1939 on manufacturers and on 
wholesale and retail dealers. The question of the creation 
of a state monopoly and the production of tobacco under 
license should be seriously examined. This is likely to 
yield, if properly managed, a substantial revenue to the pro- 
vinces. The preventive staff employed for enforcing prohi- 
bition can be utilised for this purpose as well. 

The Government of Bombay have imposed a tax on the 
annual value of immovable property in Bombay city and 
Ahmedabad. Properties yielding less than Rs. 2,000 per 
year pay 5%, and above Rs. 2,000 pay 10% of their rental 
value. It is yielding about Rs. 110 lakhs per year. The 
chief and the most important source of revenue of most of 
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ihc municipalities in India is a tax on the annual rental 
value of immovable property. Their resources are slender 
and meagre. The standard of services rendered by them 
and the amenities provided for the citizens are far below 
Avhat one finds in modern countries of the world. It is, 
therefore, highly desirable that this source of revenue should 
be left completely to the municipalities. It is regrettable to 
find that the Provincial Governments have treated the local 
bodies in matters of finance in a much worse way than they 
themselves were treated by the Central Government even 
under the Montford Reforms. A tax on Entertainments and 
Amusements should also be allotted to the local bodies. 

The Government of India Act, 1935, permits the Pro- 
vinces to levy a tax not exceeding Rs. 50 per annum on pro- 
fession, trade, calling and employment. The Governments 
of Bengal and C.P. have imposed this tax. All persons 
assessed to income-tax have to pay a license fee of Rs. 30 
per year in Bengal and Rs. 28 per year in C.P. for being 
engaged in any trade, profession etc. On general principles 
such a tax should be imposed. This will mitigate to some 
extent the general regressiveness of our tax system as a 
whole. If considered desirable, this tax may be graduated 
by fixing the license fee at Rs. 30, Rs. 40 and Rs. 50 for 
varying incomes. Income below Rs. 2,000 should however 
be exempted. This may yield an income of about Rs. 70 
lakhs per year. 

We are therefore led to the conclusion that there is con- 
siderable scope for augmenting the resources of the pro- 
vinces. The imposition of Agricultural Income-Tax and 
Super-Tax, Death Duties and a tax on Employment, Pro- 
fession Trade and Calling will fall on the shoulders of those 
who are best able to bear the burden. These are direct taxes 
and should be graduated on well recognised principles of 
equity. It is a matter of surprise that most of the Provin- 
cial Governments have neglected precisely these sources of 
revenue so far. These are likely to yield an annual revenue 
of about 10 crores of rupees per year. The provincial 
excise revenue from intoxicants has been shrinking during 
the last 4 years, owing to the deliberate policy of prohibi- 
tion which the majority of the Provincial Governments have 
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adopted. The revenue fell from Rs. 1,407 lakhs in 1936- 
37 to Rs. 1,175 lakhs in 1939-40. It has already been 
pointed out above that the provincial excise tax is far more 
regressive than a general sales tax, and thereore on grounds 
of equity and justice a policy of complete prohibition should 
be adopted. This loss of Rs. 14 crores (I am taking the 
1936 figures and therefore omitting recent income from 
sales taxes) due to prohibition should be made up by the 
imposition of a general sales lax supplemented by higher 
rate of tax on selected articles. Finally, it has been suggest- 
ed that the Central Government should be approached to 
increase the rate of excise duties on sugar, kerosene and 
matches for the benefit of the provinces. Cessation of war 
ought to increase the provincial resources by 4| crores per 
annum, or, at the worst, it will take the provinces six years 
to get this amount in full. In all, therefore, the provinces 
may hope to have an additional 20 crores of income per 
year either now or in the near future. The burden on the 
people will be considerable, but the consolation should come 
from the fact that most of it will be earmarked for the 
economic and social welfare of the common people in order 
to raise their standard of living to increase their money 
income. 

A word of caution is necessary. Some of our Provin- 
cial Governments have spent their increased resources during 
the last 4 years in a haphazard manner. The more press- 
ing needs of the people have been ignored for schemes of 
doubtful utility. What is wanted is a well thought out com- 
prehensive programme which will directly improve the 
economic and social conditions of the people, otherwise 
there is no case for imposing additional burdens on the 
people. It is surprising to find how large amounts of money 
provided for development schemes have either lapsed or re- 
mained partly spent during the last two years for want of 
proper schemes. 


SUMMARY 

I The provinces in India have had almost balanced budgets 
during the last four years. Expenditure on social services has 
increased since 1936-37 but this increase is not adequate. Pro- 
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vinces must have more resources in order to raise the standard of 
living of the people. Government of India are not likely to place 
more resources at the disposal of the provinces. The scope for 
retrenchment and economy in the provinces is very little. There^ 
fore, the provinces must have recourse to increased taxation. 
Income-tax and Super tax on agricultural incomes, death duties, 
tax on trade, employment and professions should be levied in all 
the provinces. A policy of complete prohibition should be adopted 
as the burden of excise duties on intoxicants is only on 10 to 15% 
of the people and the loss arising from the same should be made 
up from General and Selective Sales taxes. Further, the provinces 
should press the Central Government for raising the existing rates 
on central excises and should demand that net proceeds from these 
increased rates should be distributed among the jirovinces. | 



FINANCIAL PROBLEMS UNDER PROVINCIAL 
AUTONOMY 


BT 

Dr. B. K. Madan, M.A., Ph.D., 

Economic Adviser to Government, Punjab. 

Financial Autonomy 

The subject of provincal finance has gained a fresh 
importance and significance since the inauguration of pro- 
vincial autonomy under part III of the Goevrnment of India 
Act, 1935 on 1st April, 1937. The event had a direct and 
double bearing on provincial finance: (1) It defined and 
demarcated the respective powers and functions, and in parti- 
cular the respective spheres of taxation, of the Centre and 
the provinces and conferred wider powers of borrowing on 
the latter. Altogether it made for greater political and 
financial independence of the provincial units from Central 
control than had existed at any time before. (2) Within 
the provinces, there was a transfer of political power in a 
wider measure from the bureaucracy to the people. Pro- 
vincial Governments became at once less subject to Central 
control and more subject to popular control: political auto- 
nomy had its counter-part in financial autonomy which like- 
wise meant the substitution of a greater measure of demo- 
cratic control for control from the centre, (particularly in 
respect of new taxation and borrowing). 

In this paper a survey is made of a few of the funda- 
mental features of provincial finance, of some trends of 
financial developments in the Indian Provinces as well as of 
the more outstanding problems that have presented them- 
selves recently. 

The Background of Provincial Finance', the Paradox of 
Poverty. 

At the outset it is well to note a fundamental fact which 
conditions and characterises the present state of public 
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finances of this country, whether of the centre or of the pro- 
vinces. It is the great poverty of the Indian tax-payer. 
The financial resources of a State are Inmited by the economic 
resources of its people. If the vast majority of the people 
are unable to do more than meet the bare necessities of life, 
the State, too, could hardly do more than find money for 
the elementary functions of Government — the functions of 
external defence, and internal law and order, of civil admin- 
istration and justice. 

Even as the inhabitants are only able to meet their 
compulsory needs, if that, and have to forgo satisfaction of 
their optional wants, so the State has to be content for the 
most part with performing what are known as obligatory 
functions and to devote relatively much less attention to the 
so-called “discretionary” duties in the way of promoting 
education, sanitation, public health, medical relief, economic 
development of rural areas and of industries. This, I con- 
sider, is a large part of the explanation for the oft-noted 
neglect of the nation-building services in the scheme of 
expenditure of the provincial Governments. All the same it 
is a tragic paradox with which we are faced in India: there 
is a fair consensus of informed opinion that a higher standard 
of living for the mass of the people can be rendered pos- 
sible only by a considerable increase in public expenditure 
(and, therefore, in taxation),’^ but increased expenditure 
(and taxation) is inhibited by general poverty and a low 
standard of living. 

One of the major tasks before provincial governments 
is to break through this vicious circle and to substitute for 
it a virtuous spiral of better conditions of living for the 
population and more prosperous finances. 

1 There can be little doubt that, in conditions such as those 
which now obtain in India, it should he possible to stimulate pro- 
duction and to increase the welfare of the people by public expendi- 
ture designed to give greater economic security (by irrigation works, 
improved and more varied methods of cultivation, etc.), better 
physical well-bein^.’f (sanitation, wate/r supply, improved public 
health, etc.), and education. Indeed, taxation may be only practic- 
able means of creating a better and more secure livelihood. But, 
in order to achieve this, the proceeds must be wisely spent.” (Sir 
Walter Layton in the Report of the Sirnon Commission, Volume I). 
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TwO‘fold Problem 

The popular character of the provincial governments 
(popular government stands suspended in seven provinces, 
but the piesent situation is, nevertheless, distinguished from 
that existing before 1937 by the fact that the people of 
these provinces have it in their power now, should they 
choose, to assume the reins of Government and exercise their 
'sovereign’ authority) presents a two-fold problem in the 
financial field, viz., (1) to readjust the provincial tax systems 
with a view to distributing the burdens of taxation more 
evenly over the population, and (2) to widen the bounds of 
state beneficent activities; both these ends require consider- 
able enlargement of the financial resources of the provin- 
cial governments, on which a further heavy strain is impos- 
ed by the demands of the War situation. 

I 

We may proceed to consider the various measures 
adopted by Provincial Governments during the last three 
and a half years of the working of provincial autonomy to 
augment their revenues and the further possibilities in that 
direction that may yet be lapped. 

Measures of Increased and Fresh Taxation in the Provinces 

A tax on agricultural incomes has been imposed in 
Bihar (1938); the rates of stamp duty have been enhanced 
in Bombay (1939), the United Provinces (1938), the Central 
Provinces (1938), Bihar (1937) and Assam (1937); the rates 
of court-fees have been revised in an upward direction in 
the United Provinces (1938) the Central Provinces (1938) 
and Bihar (1938); measures have been taken to extract more 
money out of imported foreign liquor licensees and to levy 
permit and gallonage fees on direct imports of foreign 
liquors by private individuals in Madras, the U.P. and 
N.W.F.P. ; a duty has been levied on admission to entertain- 
ments in Bihar (1937), the United Provinces (1937), North 
West Frontier Provinces (1937), Madras (1939) and Assam 
(1939) following the earlier example of Bengal (1922), 
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Bombay (and Sind) (1923), Madras (1926) and the Punjab 
(1936); a tax has been levied on betting at race-courses in 
the United Provinces, Assam and Sind, after the lead given 
by Bengal (1922), Bombay (1925) and Madras (1935); 
legislation has been passed in the Central Provinces (1939) 
for the purpose of taxation of motor vehicles, which were 
already taxed in the three Presidencies and the United 
Provinces, the Punjab and Assam and N.W.F.P.; the rate of 
taxation of electricity has been increased twice in Bombay, 
from 6 pies to 9 pies per unit, (1938) and later to 15 pies 
per unit in certain areas (1939), while a tax on the sale of 
electrical energy has been imposed in Madras, — an Electri- 
city Duty had already existed in Bengal since 1935; the 
Tobacco Vend Fees Act, 1938, has been passed in the North 
West Frontier Province on the lines of the existing legisla- 
tion in Bombay (1857), Bengal (1935) and the Punjab 
(1936), while an ad valorem tax on the retail and wholesale 
stales of manufactured tobacco, with provisions for licensing 
of the traders, has been levied in Madras (1939) and the 
Central Provinces (1939); a law has been enacted to regu- 
late (through license fees) the trade of dealers in cloth within 
the Province of Madras; a flat rate tax of seven rupees a 
quarter on all income-tax payers as a tax on professions, 
trades, calling and employments has been levied in the 
Central Provinces and Bengal while a much more ambitious 
measure, the U.P. Employment Tax Bill, was rendered 
illegal through an amendment of the Government of India 
Act, 1935, by Parliament; the Central Provinces and Berar 
Sales of Motor Spirit and Lubricants Taxation Act, 1938, 
the legality of which was disputed by the Government of 
India before the Federal Court, but was upheld by the latter, 
was followed by legislation in most provinces for the taxa- 
tion of motor spirit and in some cases of lubricants; the 
Assam Sales Tax Act, 1939, for the taxation of certain 
specified luxury goods remains on the statute-book without 
being put into force; a far-reaching measure of considerable 
fiscal significance — the Madras General Sales Tax Act, 1939, 
has been enacted and put into operation; another very im- 
portant Act is the Bombay Urban Immovable Property Tax 
Act, 1939, which makes a substantial charge of 5 to 10 per 
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cent on the annual rental value of lands and buildings in 
certain urban areas in Bombay; important fresh taxation 
measures are on the anvil in the Punjab relating to taxation 
of electrical energy, general sales or turn-over and urban 
immovable property. 

Diversification of Taxtion 

Altogether one important result of the action of provin- 
cial governments has been to make the provincial tax 
systems more and more varied and diversified, and to reduce 
dependence on the traditional mainstays of provincial finan- 
ces, — land revenue, excise, stamps and in a few cases 
irrigation. But this effect has by no means been appreciable 
yet. More far-reaching changes may occur in due course, 
since the potential significance of many of the sources of 
revenue recently tapped is much greater than their actual 
present importance : there is likely to be increasing pressure 
for relief from the existing burden of land revenue reduction 
in the receipts from drugs and alcoholic liquors and a con- 
sequent drive for alternative sources of state revenues. One 
of the most interesting and fruitful fields of speculation for 
the student of provincial finance is to gauge the directions 
of this drive, its general character and intensity. 

Economy Drives i Temporary and Permanent 

In logical order a consideration of the possible means 
of economy should take precedence, for it is obviously 
desirable to see first that the existing resourcse at the disposal 
of the stale are utilised to maximum effectiveness before 
resort is had to taxation, — fresh or additional — to finance 
the development of state activities. A keen search for pos- 
sible avenues of economy was therefore undertaken in many 
provinces. The results have on the whole been none too 
encouraging: the provincial governments have found them- 
selves up against the constitutional incapacity to touch the 
salaries of the higher ranks of services, and, in the face of 
this limitation, have been unwilling to lower still further 
the scales of salaries of the services under their control; 
these scales had already suffered a drastic reduction during 
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the depression of the early thirties. The whole field of 
expenditure in provinces had, indeed, been closely examined 
with a view to economy only a few years before. That 
scrutiny had been carried out under the shadow of an acute 
economic crisis which completely upset the budgetary equi- 
librium of most provinces and compelled immediate resort 
to stern measures to cut down expenditure. Expenditure in 
the provinces had since mounted up again. But the character 
of the new economy drive was at once more fundamental 
and difficult ; the earlier reduction in expenditure was of an 
emergency character and therefore, in a sense simpler and 
easier; with the all-round curtailment of Government activi- 
ties, the efficiency of administration probably also suffered 
much impairment; the task before the provincial govern- 
ments now was the long-range task of planning or rationalis- 
ing the provincial expenditure as a whole, of securing eco- 
nomies in expenditure in certain directions with a view to 
increased expenditure in other directions. It was the 
problem not of effecting a temporary reduction in expendi- 
ture to meet a temporary drop in revenues, but of making 
permanent economies under certain heads with a view to 
permanent expansion under other heads. This explains the 
modest results attained in the direction of economy recently 
in provincial expenditures. 

N on-agricultural and Agricultural Sources of Revenue: 

Central and Provincial 

One general characteristic of the division of sources of 
revenue between the Central Government on the one hand 
and the provincial governments on the other is that the pro- 
vinces have control mainly over sources of income pertain- 
ing to agriculture and agricultural land, and the Central (or 
Federal) Government taxing powers over non-agricultural 
income and property. Thus, the provinces have land 
revenue and irrigation receipts among already existing heads 
of revenue, and powers of taxation over agricultural income 
and succession to agricultural properly. The Federation 
will levy income-tax, and customs and will have power to 
levy corporation tax, taxation on ‘succession to non-agricul- 
tural property’ and on ‘the capital value of assets, exclusive 
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of agricultural land, of individuals and companies,’ Haxes 
on the capital of companies.’ Now this division has a sound 
basis in the economic and fiscal experience of other coun- 
tries. Non-agricultural income and property (except urban 
real estate or house property) are mobile and shiftable from 
one locality to another. Therefore uniformity of rates of 
taxation, of the methods of assessment and collection, and of 
the machinery of administration are essential to the efficient 
operation of taxes relating to them: this only a central 
authority with powers of legislation and control can ensure. 
Agricultural property, and the sources of agricultural 
income, on the other hand, are immovable and give 
latitude for inter-provincial variations of the rates of 
taxation. 

Succession Duties, Terminal Taxes, Taxes on Fares and 

Freij^hts 

At this stage a few remarks may be made about that 
group of items of fresh taxation, which under section 137 
of the Government of India Act may be levied and collected 
by the Central Government but the proceeds of which shall 
be assigned to the p)rovinces subject to the right of the 
Central (Federal) Government to levy a surcharge for its 
purposes, viz,, certain succession duties, terminal taxes on 
goods and passengers carried by railway, and taxes on 
railway fares and freights. It appears unlikely that these 
sources would be tapped in the near future. Early in the 
winter of 1938-39 Sir A. Lloyd was entrusted by the 
Government of India with the duty of consulting provincial 
governments on the question of the taxation of succession to 
non-agricultural property, with a view to devising a suitable 
scheme of taxation that might meet the many well-known 
objections against this tax in India. The opinion of all the 
eight provincial governments consulted in the matter was 
against the immediate imposition of such a tax, though 
some governments supported the general principle underly- 
ing it. An important reason that appeared to have weighed 
with the provincial governments was that the tax would be 
levied and collected centrally, the scheme of distribution 
was uncertain and unknown at the time, and, at any rate, the 
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tax would entrench upon potential taxable capacity which 
might otherwise be tapped by taxation levied directly by the 
provincial governments. The desire to preserve the finan- 
cial autonomy of the units thus emerges as a significant fact 
to be reckoned with. 

As regards terminal taxes on goods or passengers 
carried by railway and taxes on railway fares and freights, 
their imposition is bound to encroach upon railway revenues : 
an increase in the cost of railway travel is bound to lead to 
some contraction, greater or smaller, in the demand for rail- 
way travel. This is inevitable, because the demand for 
railway travel is not absolutely inelastic: it is more or less 
elastic under different conditions over different distances, for 
different classes of passengers. Given the central principle 
of railway rates and fares, viz., charging ‘what the traffic 
will bear’ so as to maximise receipts, it is possible that the 
aggregate realizations of railways, including the receipts 
of the tax, may actually decline. In any case, railway 
revenues are certain to fall. To reduce this loss to a mini- 
mum, it would be necessary to make traffic by other means 
of transport subject to similar taxation. 

The real position thus is this: Section 137 of the 
Government of India Act provides a means for diverting a 
part of growing railway earnings to the aid of provincial 
governments with their expanding needs. The Central 
Government is itself the recipient of an important contribu- 
tion from the railways, responsible for their solvency, and 
in a position to ensure uniformity over the provinces in the 
operation of a scheme for such diversion; the Central Legis- 
lature has therefore been largely empowered to determine 
the extent of such diversion. \^ether such taxes are im- 
posed, and if they are imposed, the amount which may be 
made available for distribution among provinces, would 
depend very largely upon what view the Government of 
India take of their own financial position and the financial 
position of the railways. 

Sales Taxation 

For the rest, a broad survey of the field of fresh taxa- 
tion — a brief account of the actual steps taken to exploit it 
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has been given above — shows that for any substantial addi- 
tion to their revenues, provincial governments must depend 
largely on indirect taxation, in particular on one form or 
another of sales taxation.^ The swift spread of sales taxa- 
tion throughout the world, is perhaps the most outstanding 
of post-war fiscal developments. Ihe sales tax owes its 
present vogue to the severe financial strain of the last Great 
War and the Great Depression. The present War may see 
it introduced in the fiscal system of some, at any rate, of the 
Indian provinces.'^ 1 have tried elsewhere to describe a 
structure of sales taxation having the minimum theoretical 
objections.^ 

It is not possible or necessary here to refer to the 
details of such a tax except that it would best be levied on 
retail sales of goods (as distinct from a wholesale sales tax 
or turnover tax) at a flat (not graduated) rate applicable 
throughout a province (and not restricled to defined areas) 
with a low level of exemption based on the quantity (and 
Xioi class) of sales. This relates to a general sales tax ap- 
plied to all commodities with some exceptions and exemp- 
tions. (A sales tax could also be levied on the sales of 
specified commodities, e.g., tobacco, electricity, aerated 
waters, other articles of luxury etc., etc., instances of which 
have been given above). In spile of the theoretical merits 
of a tax on retail sales when compared to a tax on turn- 
over, the trend of sales taxation in India appears to be in 
the direction of taxation of turnover rather than of retail 
sales, because of the considerable practical difficulty of 
satisfactorily defining a retail sale and differentiating it 
from a wholesale sale, and preventing consequent evasions of 
the tax. 

The main merit of the sales tax is its productivity, its 
capacity to produce ample revenues with a very small rate 
on gross sales. Its main demerit is that the tax is regres- 

2 Report of the Punjab Resources and Retrenchment 
Committee, 1939, pp. 241-42. 

3 It is reported that a Sales Tax Bill has been prepared in 
Bengal as well as the Punjab. 

^ Indian Political Science Quarterly, 

F. 43 
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sive : it imposes a heavier burden on the poor than on the 
cornparaUvely rich; it is a tax on goods of general consump- 
tion, and a higher proportion of smaller than of larger 
incomes is spent on consumable goods. 

Ihis objection, however applies to any system of in- 
direct taxation, but indirect taxation continues to spread 
under pressure of practical necessity and for lack of suitable 
alternative means of revenue. 

Moreover, public expenditure is being directed in an 
increasing measure to the satisfaction of the basic needs ol 
backward sections of the community in respect ol sanitary 
living, health, medical care and education. It is a factor 
of growing importance in reducing the inequalities of eco- 
nomic opportunity and taxable capacities of different sec- 
tions of the population. These circumstances furnish a 
juslilication for indirect taxation which it would otherwise 
lack. 


II 

Increased Expenditure vs. Remission of Taxation 

Ihis brings us to a consideration of another major 
problem before provincial governments with an important 
hnancial bearing: given the need to afford relief to the 
poorer sections of the community through an adjustment of 
the system of public finance, which of the two alternative 
methods may be preferred, that of extending the benefits of 
public expenditure in a larger measure to such classes of 
the community, or of reducing the burden of taxation on 
themr" The Punjab Land Revenue Committee appointed to 
work out the lines of relief from the existing burden of land 
revenue for the small holder were faced with the dilemma 
of a large drop in revenues as a result of any worthwhile 
scheme of remission of taxation, while they felt that lasting 
relief to him could only come from enlarged public expen- 
diture for the betterment of his conditions. 

There are certain crucial considerations which have a 
bearing on the question of total remission of taxation on 
people with low incomes. A study of the population prob- 
lem in India — 'Tn some respects the gravest of India’s 
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problems”^' leads one to the conviction that any sudden ac- 
cretion to income of economically and soially backward 
people such as the Indian labourer and peasant is likely to 
lead to a multiplication of numbers that would swallow up 
the transitory gain. This predicament is no mere figment 
of imagination: it is a real danger. 

The commonly agreed objective of policy is to raise the 
standard of life of the mass of the population. But the 
realisation of the objective is not so simple as it might ap- 
pear. It is not a question of making a mere addition to 
income directly through a reduction of taxation The stan- 
dard of life cannot rise by a leap. As applied to a class of 
peo])Ie, the standard of life means the manner of life to 
which they have become accustomed, involving a certain 
more or less settled rate of consumption of necessaries, con- 
ventional necessaries, comforts, and luxuries per head. It 
is raised mainly by education, by a broadening of the mental 
outlook, by travel, gradually by an ndjustm(^nt of the whole 
scheme and manner of life. The upliftment of the standard 
of living is an uphill task, which necessitates a vigorous and 
widespread campaign of education and social improvement. 

An alternative — and much the better alternative — 
therefore, to the remission of taxation for relieving the 
burden of the peasantry is the pursuit of a forward policy 
in public expenditure. Indeed, capacity to bear taxation is 
vitally bound up with enjoyment of the fruits of taxation. 
If public resources were directed in a much larger measure 
than at presimt towards meeting the positive needs of the 
rural population, and placing them on a firmer basis to 
acquire the necessaries, as well as some of the amenities of 
life, their burdens would become lighter. As a competent 
foreign observer of Indian conditions put it in his evidence 
before the Indian Taxation Enquiry Committee: ''the true 
policy is to go ahead with the economical and educational 
development, and particularly the improvement of agricul- 
ture thus making the small holders able to pay the present 
revenue much more easily than they can now\”^ 

Rowley and Rol)ertson : An Economic Sunxy of India. 

^ Wrilton memorandum of Professor H. S. jevons. The Indian 
Ta.ration Enquiry Cnmmiffcc^ Vol. VT, page PO, 
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The objections against complete exemption of the small 
holder from land revenue, however, do not apply equally to 
some abatement of that burden. And doubtless some relief 
to the poor farmer is necessary and urgently called for. 

Rural and Urban Taxation 

Another form in which the question of readjustment of 
systems of provincial finance presents itself is the equalisa- 
tion of the burden of taxation over the rural and urban 
portions of the population. It is not possible to examine 
with any precision the relative incidence of rural and urban 
taxation. A few general observations may perhaps provide 
a helpful approach to the problem. 

It is necessary, in the first place, to note that the pro- 
vincial government is not a separate and independent poli- 
tical entity. It does not constitute a ‘state’. Its financial 
operations alone do not make up a system of public finance. 
It is a regional political authority, with specifically assign- 
ed, and definitely allocated functions, sources of revenue, 
and powers of taxation. Any judgment on the equity of 
distribution of the burden of taxation should, therefore, take 
account both of central and provincial taxation. On the 
other hand, however, local taxation by Municipalities and 
District Boards may not be taken into account: the distri- 
bution of the burden of local taxation accords so much more 
closely to the distribution of its benefits, to the provision of 
services in return for it, that it is best to leave it alone in a 
study of relative incidence of taxation. 

Again, should it be possible to ascertain the relative 
incidence of taxation in rural and urban areas, no conclu- 
sions as to the measure of equity of the tax system may be 
deduced directly therefrom. For relative income will still 
be an unknown quantity. It is an undeniable fact that the 
average level of income is far higher in the urban than in 
rural areas. Should it appear that the incidemce of taxa- 
tion in towns is higher than in villages in proportion to the 
higher income, it may still not follow that the distribution of 
the burden of taxation is equitable. For, taxable capacity 
increases more than in proportion to the increase of income, 
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and equity is secured by a progressive and not proportionate 
tax system. 

For another thing, however, it might be as well to 
observe that an investigation into the relative incidence of 
taxation in urban and rural areas is of small value as a 
guide to the scientific adjustment of tax burdens. The 
principle of fair distribution of taxation is that it should be 
adjusted to the capacity to pay of the tax-payer, as judged 
by the income. That is to say, the only category relevant to 
a consideration of tax burdens is the income grade. But 
urban and rural populations do not make up homogeneous 
groups falling into uniform income grades, distinct from one 
another. 

If does appear, however, on a general view, that more 
important taxable resources exist among certain sections of 
the urban community than among the rural population; 
indeed, relief by reduction of taxation and extension of state 
beneficent activities appear imperative for the poor classes 
in the country side. 

All the same, it is well to appreciate the vital inter- 
dependence of the town and country-side. The interests of 
the town and country are complementary. A prosperous 
country-side is reflected in flourishing towns, and the fruits 
of trade and industry in towns under a healthy economic 
system permeate to the rural areas, and bring strength to the 
farming population. The town enlightens the country, the 
country invigorates the town. Town versus Country side 
is not a good debating theme. 

Wise Spending 

The above very inadequate survey of a few trends and 
problems of provincial finance has been concerned mostly 
with one side of the subject under discussion, viz.^ the 
revenue or taxation side. The expenditure side is no less, 
perhaps more, important. The prosperity of provincial 
finances is vitally bound up with wise spending of the pro- 
ceeds of taxation. Wasteful expenditure is as likely to dry 
up the stream of revenues as careful spending, to expand it. 
Indeed, the term ^taxable capacity’ has no meaning by itself. 
Capacity to bear taxation is conditioned by the manner in 
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which the proceeds of taxation are spent: it may be large 
for the purpose of financing well-designed projects for pro- 
moting public health and improving sanitation and extremely 
small for needlessly multiplying the civil and administrative 
services. Any substantial increase of tax revenues can be 
regarded as sound and practicable only on the basic assump- 
tion that the resulting public expenditure will contribute 
materially to general welfare by raising the standard of liv- 
ing and of life of the masses of the population. A small 
addition to the burden of taxation may prove onerous and 
extremely irksome if it brings no compensating benefit: a 
comparatively large addition may be lightly borne if it 
brings an abundant return in increased public welfare. 

W^ar and Provincial Finances 

In conclusion, a word may be said about War and 
provincial finances. War is a factor of such immense and 
wide importance in all spheres of individual and national 
life that it should be surprising if it did not affect the state 
of provincial finances. (It is unfortunate, in this respect 
that the detailed and graphic picture of provincial finances 
furnished formerly by the budgets and budget speeches of 
provincial Ministers of Finance are not available this year.) 
Yet surprising as it may be, it would appear to be a fact 
that War has yet had no considerable effect on the main 
structure of finances of most of the Indian provinces. This 
statement may sound patently incorrect to those who come 
from the eastern Provinces of Bengal and Bihar, the finances 
of which have suffered grievously from the drop in exports 
of jute. Nevertheless, it is a fact that provincial finances 
— inelastic and exiguous as they are — are less susceptible 
to external disturbances than the finances of the Central 
Government. All the same. War entails much additional 
expenditure for the maintenance of the internal peace and 
for preparations for civic defence, and as it grows intenser 
and draws nearer is bound to impose the severest strain on 
the resources of the Provinces, as already of the Centre, 
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Cyan Chand. 

The challenging criticism by Mises, Hyek, Robbins and 
others of socialist economy on the score of the latter being 
unable to provide any basis for rational economic calculation 
has given rise to a debate which has served a useful purpose. 
It has made it necessary for economists to state the issues 
clearly and indicate the alternative methods of the allocation 
of economic resources in the new social order with greater 
precision and understanding. Though the criticism has been 
primarily directed against socialism, the critics have made 
it clear that it can be urged with equal force against all 
controlled and directed economic systems; and in so far as 
it is valid, it is an argument against central direction of 
economic resources in all forms and shapes, against planning 
of all varieties. It has, therefore, to be realised that the 
point at issue in the debate is not merely that socialism must 
in the nature of things be irrational and therefore extremely 
wasteful in the use of inevitably limited economic resources, 
but also that all considerable deviations, both of Right and 
Left, from competitive economy must put price mechanism 
out of action, the operation of which is the only' impersonal 
objective, and, therefore, rational method of measuring 
relative cost and utility of the alternative productive processes 
and of attaining a position of equilibrium, Le., that of maxi- 
mum aggregate satisfaction both from the individual and 
social standpoints. In every economic system, it is maintained, 
there must be heirarchy of wants and therefore scale of eco- 
nomic values for determining the distribution of productive 
resources; and in all economic systems except the competitive 
system based upon private property and private enterprise, 
this scale of values cannot but be arbitrary and authoritarian 
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and involve negation of liberty, misapplication of human 
and material resources and ultimately chaos in economic 
life, owing to unresolvable conflicts of wills and purposes. 
According to this view, in the words of Prof. Ludwig on 
Mises, ‘capitalism is the only conceivable form of social 
economy which is appropriate to the fulfilment of the 
demands which society makes of any economic organization.’* 

The above argument is a plea for the restoration of 
Laissez faire, of completely free and unfettered competitive 
regime. Its underlying assumption, of course, is that even 
imperfect competition gives a better approximation to the 
‘ideal’ allocation of economic resources than any alternative 
economy that can be substituted for it. The issue, it need 
not be stated, is of vital importance from the practical 
standpoint for regimentation of economic life rendered 
necessary in all belligerent and so many neutral countries by 
the exigencies of the war is likely to make it almost im- 
possible to unscramble the eggs that are being scrambled by 
the march of events and make the pre-war trends of economic 
forces an irresistable factor in the post-war reconstruction. 
That is so indisputably obvious that if atomistic economic 
system is to be taken as the only rational economic system, 
our retreat from reason, which has been going on for 
nearly two decades and has been greatly accelerated by 
the war, will become an organized rout after it even if it 
ends with the triumph of freedom and justice whatever the 
phrase may mean. On this assumption the outlook, taking 
the most optimistic view of the future, is from the economic 
standpoint very bleak indeed; and whatever the post-war 
order may ne, it will be an order doomed to frustration and 
entail extreme degradation of human life. 

Owing to the comprehensive character of this criticism 
the problem of valuation can be treated as a general problem 
of regulated economy without any direct reference to the 
socialistic approach. But in this paper it is proposed to 
discuss it as a problem of socialism firstly because it is in 
that context that it has been set for discussion at this session 
and secondly because the delimitation of the problem will 
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make it more ca^y lu deal with the points at issue. The 
problem is, it is evident fundamental and raises many and 
wide issues. It is not possible to deal with all of them even 
briefly or any one of them at length in this paper. All that 
can be attempted is a statement of some of the more cardinal 
points and of the relevant considerations bearing on them. 
The first among these is the standard of rationality which 
has been made the crux of the whole question. What is a 
rational economic system? Why must a socialistic system 
with its central direction and control of economic life be 
irrational? A rational system, according to the view which 
we are discussing, must be impersonal and its prime mover 
should be not the will of the person or persons in power but 
indices of readjustments provided by movements of free and 
unregulated prices. This point is dealt with a little later, 
but here it is necessary to state that this is a very limited 
conception of the rationality of a system. An economic 
system does not and cannot function in vacuum. It always 
is and must be an integral part of the entire social system. 
Whether a system is rational or not does not merely depend 
upon its internal mechanism of re-adjustment, but its ability 
to achieve and realise its social purpose. An economic 
organisation, being essentially a net work of human relations, 
cannot be said to function rationally unless it can subserve 
and promote a purpose which though immanent in it must 
also transcend it. If it creates internal strains and stresses 
and is in conflict with the general social purpose or twists 
it out of shape by thwarting it continuously, it cannot be 
considered rational howsoever automatic or foolproof its 
internal mechanism. The competitive economy may be a 
marvel of self-adjustment or self-regulation, but it has to be 
superseded owing to the tormenting internal and external 
discords which it has created, and also owing to the fact of 
its having made co-existence of abundance and want the out- 
standing feature of the present economic life. A system 
which can provide conditions of full employment only when 
rearmament is undertaken on an extensive scale or a total 
war of the kind, which is now on, is raging, is not a system but 
an insanity fair, the stark irrationality of which is clearly 
indicated by its actual behaviour. Rationality or otherwise 
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of an economic system has, therefore, to be judged by criteria 
which cannot be given by the system itself and have to be 
provided by norms of social life. 

That, of course, means that rationality is primarily a 
question of ends and not means; and as ends are put out of 
bounds for students of Economics by Messrs, Hayek, Robbins 
and Co., the point stated in the preceding paragraphs is, 
from their view-point, irrelevant. It is not possible to say 
more about it except that the practice of these and all other 
economists of note is not in accord with their premise and 
they have freely arrogated to themselves the right to sit in 
judgment on social ends even when they have clearly posited 
their academic indifference to them. At no time is it possible 
for a social scientist to pursue his studies in an academic 
ivory lower; but at a time of social upheavals, like the one 
through which we are passing, indifference to the ends is 
manifestly an escapist device and not a means for the delimi- 
tation of scientific spheres. We economists qua economists 
cannot be indifferent to the issues at stake today and have, 
therefore, to include the choice both of means and ends 
within the ambit of our interest and studies. 

In other words the problem of values or the assessment 
of the relative importance of different goods and services 
cannot be divorced from the scale of values which a system 
accepts or is based upon; and though in static times the values 
can be taken for granted in the discussion of the problem of 
valuation, in the twilight of the radical change, which is now 
in progress, they, i.e., the values, become both the motive 
and measure of reorganization, i.e,, the standard with 
reference to which its results can be appraised. If this view 
is correct, rationality of a socialist economic system depends 
upon whether socialism is in itself, to use Hobhouse’s phrase, 
the rational good and further whether it is realised in and 
through the workings of its economic system. 

The argument of the critics of socialism, however, is 
that granting that socialism is a value of higher order, this 
value cannot give us a scale of preferences or priorities inde- 
pendent of the will of central authority according to which 
commodities may be produced and economic resources allo- 
cated; and without such a scale the problem of values under 
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socialism must remain insoluble. It is the old argument of 
the unworkability of socialism in a different form. It is held 
to be unworkable not because human nature cannot rise to 
the lofty heights of altruistic behaviour necessary for putting 
socialism into practice but because human mind cannot deal 
with the problem of social accounting and economic adminis- 
tration which socialism creates. Authoritarian socialism 
may work through fiats and coercive action but socialism 
cannot be combined, thus runs the argument, with what has 
been consumers’ sovereignty and free choice of occupa- 
tions. All this argument about the impossibility of economic 
calculus under socialism amounts to a restatement, in academic 
idiom, of the familiar view that a socialist state must be a 
servile state. 

This argument can be easily countered by pointing out 
that at present consumers’ sovereignty is for a vast majority 
of people, who are living on subsistence or sub-subsistence 
level, a meaningless term and freedom in the choice of occu- 
pations instead of being right of all is a privilege of the few, 
who use it to the detriment of the interests of the many and 
the community. But apart from these well-worn counter- 
points, why should it be impossible under socialism to grant 
freedom in the choice of goods and occupations? Freedom 
in the choice of goods may, and in the transition period must, 
be limited when there is shortage of even essential goods in 
order to provide and maintain national minimum for all. 
That, of course, means rationing which is as justifiable in an 
economic emergency created by conscious change over from 
a state of chronic and in many cases organized scarcity to that 
of relative abundance as in an emergency created by war. 
But once the transition has been made why can 'parametric 
function of prices’ not be restored, why can they not be used 
as indices of The terms on which the alternatives are offered,’ 
alternatives both of goods and work? 

Before the point is further considered it is necessary to 
state that the state of relative abundance referred to above, 
the state in which there will be surplus after the necessaries 
of health, efficiency and culture have been provided for all — 
in the world as a whole and particularly in the country like 
India — is itself an ideal which, though attainable, will take 
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time and require tremendous effort. In the duration of the 
effort the national minimum for all will itself provide 
measure of the total needs of the community, needs of the 
individual consumer and also indices of relative scarcity. 
‘Bread for all before cake for any’ being the guiding principle 
of this period, the limits within which variety of tastes can be 
jiermitted to be an operative factor in the determination of 
the nature and direction of productive effort will be clearly 
indicated by this maxim. Even during this period the mind 
will have to be catered for, the talented and exceptional per- 
sons given scope and therefore uncommon opportunities for 
their ability and functional differences to get over the 
‘incentive’ difficulty permitted. Economic emergency, there- 
fore, need not and would not mean a dead level of uniformity 
in income and consumption and the scale of values will neces- 
sarily take into account and provide for the need for avoid- 
ance of undue rigidity. But the problem of valuation during 
this period should he capable of a comparatively easy 
solution, and if each worker gets at least money income, 
which supplemented by real income provided by social 
services, will assure him his civic minimum and productivity 
of goods is increased to and maintained at a level adequate 
for providing this minimum, production will become more 
a technical than an economic problem, and the balancing of 
cost and utility, the attaining of equilibrium position, need 
present no serious difficulty. This period, it may be repeat- 
ed, will be long in almost all cases and the economic calculus 
will be set by the supreme need for raising the life of the 
community as a whole to a level which can be taken as a 
real beginning of the end of, to use the well known phrase 
of Engles, ‘the realm of necessity,’ of the despotism of 
material want. 

The transition period will be long enough to experiment 
with and evolve new technique of continuous economic re- 
adjustment suited for the new social framework. But as 
price mechanism can and should function in this set-up also, 
the technique need not strain the apparatus of economic 
administration to the breaking point. This is, however, just 
the point which is denied by theorists whose views are being 
examined in this paper and has to be further considered. 
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Their contention is that free price mechanism can serve as a 
true index of relative scarcity and therefore of rational allo- 
cation of economic resources when there is private property, 
private enterprise and completely decentralized economic 
initiative, in one word perfect competition. It is now admit- 
ted that by conceding a large measure of freedom to the 
consumers in the choice of goods and to the producers in 
that of occupation, the relative intensity of demand and the 
relative disutility of work or real cost can be measured even 
when there is central direction of industry; and the regulat- 
ing authority can adjust production and wages according to 
the indices provided by the price system under a socialist 
system. The indices will be more reliable in as much as 
elimination of what may be called non-functional in- 
equalities will enable the price system to function as an instru- 
ment of the new social purpose and not as a means of 
perpetuating socially unjustitied and unjustifiable privileges. 
Price structure, it has to be realized, is not an impersonal 
mechanism without any relation to the social structure for 
which it works or which works through it. In it are embed- 
ded inequities of origin and function of the existing economic 
system; and if an economic system is brought into operation 
which does not suffer from those inequities, price structure 
will naturally reflect the underlying principles of the new 
system, and both in consumption and production express and 
realise real human needs and abilities and not social 
snobbery in different shapes and forms. Prices without the 
perversions due to the co-existence of extremes of wealth 
and want and to the grossly unfair disadvantages caused by 
the inequalities of opportunities can and will become the true 
measure of utility and cost — an effective means of balancing 
benefits and strains of the different productive processes 
from a truly human standpoint. 

Valuation of consumers’ goods and services does not, 
however, according to the argument, solve the problem of 
value in a socialist state for the real problem relates to the 
allocation of intermediate goods which cannot be evaluated 
if free market and the private ownership of the instruments 
of production are absent. The problem, in other words, is 
the problem of imputation and not of valuation and the 
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producers’ goods cannot have value imputed to them when 
there is no private property in these goods and therefore no 
right of free disposal, which, when exercised, determines the 
terms on which these goods are offered for alternative uses. 
This assumption involves two others, one that the total capital, 
i.e,, the surplus allocated for productive purposes, is deter- 
mined by marginal productivity of capital as a whole and the 
other that the amount of capital allocated to each use, its 
distribution among different industries, depends upon its 
marginal productivity in each industry. Within the space of 
this short paper it is not possible to discuss these points fully. 
But the discussion of these points that has taken place, has 
led to the conclusion that new investment under socialism 
being the result of decision of the supreme economic 
authority must be arbitrary in the sense that the authority 
has to decide the amount upon general consideration of 
policy and cannot balance marginal rales of discount and 
marginal return from investment. In this respect provision 
for investment under socialism will be no more arbitrary 
than it is under the existing conditions for the trend of recent 
theory and practice has practically gone against the view 
which assigns to the marginal saver a decisive role in deter- 
mining the amount of capital available for investment. Time 
preference on which this view is based, is a fact, but private 
and institutional savings, the relative importance of which 
has, as is well known, greatly increased recently, are very 
largely independent of the rate of interest and marginal 
productivity of capital as a whole. Under socialism the 
supreme economic authority must assume the responsibility 
for deciding how much national income shall be devoted to 
improving and adding to the productive equipment of the 
community and its decision must be rational in the sense of 
being based upon a careful analysis of the relevant data, but 
has to be more a matter of rational judgment than of 
rational calculation. The decision can and should be a 
nearer approximation to the equilibrium position than what 
is attained at present for investment today has little or no 
relation to social utility and cost, and from the standpoint of 
social accounting is extremely haphazard and has no real 
validity. 
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The argument is, however, pushed a stage futher and 
it is urged that in absence of markets for factors of produc- 
tion their allocation and combination in different proportions 
must lose all economic significance and be governed either 
by purely technical consideration or by the fiats of the central 
economic authority. Here, two considerations are involved. 
One is the value of factors of production and the other the 
rate of interest for the cost of capital goods depends both 
upon their value and the period of production or the time 
which they take to Vipen’ into consumption goods. For land 
and labour, at least for accounting ynirposes, qualitative 
differences will have to be allowed for by assigning to them 
a scale of differential charges and taken into account in cal- 
(^ulating the cost of production. The value of capital goods 
will not present any special difficulties of its own and can he 
reckoned on the same basis as the value of other goods but it 
will be necessary to debit for accounting purposes to the 
producing concern a charge corresponding to the rate of 
interest in order to make allowance for time factor in pro- 
duction. The rate will have to he conventional to start with 
and varied later; but its function will be to bring investment 
into direct relations with the price of finished goods, i.c. 
throw upon the manager the responsibility for meeting the 
charge for capital asked for bv and provided to him out of 
the price of his commodity. It will take time to bring this 
adjusting mechanism into smooth and efficient working order 
and necessitate the adoption of a tentative approach to the 
whole problem. But in the nature of things, there is no 
reason why the allocation and combination of the factors of 
production under socialism should in due course not be nor- 
malized under the new millieu of economic and social 
conditions. 

Development of this method of adjustment can and 
should keep pace with changes in supply and demand. It 
has been urged that by stereotyping per-socialist combination 
of factors or making minor modifications in it. it may he 
possible to take over the present system as a going concern 
or keep it going: but if the system is to he progressive and 
dynamic, ('cntral price fixing as a method of adjustment is 
bound to break down under the strain of changing conditions 
F. 2 



712 


CYAN CHANT) 


and cause boundless confusion in production and consump- 
tion. Socialism cannot possibly stereotype any conditions, 
much less pre-socialist conditions without ceasing to l>e socia- 
lism. But the dynamic function of the price system should 
have freer scope under socialism owing to its freedom from 
inhibitions of the present system. Central price-fixing need 
and should not mean centralized price-fixing. Variations 
in prices due to uncontrolled oscillations of competitive 
forces will, of course, be eliminated in a socialist economy 
and changes that require adjustment will neither be convulsive 
nor arise from economic offensives of a different kind. But 
bona-fide changes — changes due to variations in demand or 
supply — should in most cases be anticipated by the central 
authority; and when unanticipated changes occur, it should 
be possible to apply the brake on or to accelerate the working 
of the system or to modify its course according to the 
needs of the situation, the more easily or efficiently for 
the fact of the system being under central direction and 
control. 

The fundamental fact of valuation under socialism 
should be that divergence between private and social costs 
should disappear and labour cease to be merely a vendible 
commodity. If guarantee of a social minimum to all becomes 
a primary objective of economic policy and differences of 
income become purely functional, z.e., are accounted for bv 
the need of getting more and better work done, the whole 
basis of valuation under socialism will be changed. Devehm* 
ment of social services and social education will reduce the 
relative importance of these differences: but even if they 
exist and are varied to regulate the distribution of labour in 
different occupations, price structure will represent an entire- 
ly different social structure — a different conception of human 
labour and human life. Price structure will not be the only 
medium of economic re adjustment under socialism. It will 
have to be supplemented by a new technique of social re- 
adjustment, but in so far as the price system is used for the 
purpose, its whole significance and bearing will be different 
owing to the economic system having an entirely new basis 
and new purpose. 

T limits of space have made it necessary to compress 
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Unduly the argument of this paper. That is a disadvantage 
as it is likely to give rise to misunderstandings, against 
which trained judgment of the professional economists 
before whom this paper is being read is the only safeguard. 
In the argument no reference has been made to Soviet Russia 
and its experience and the omission is deliberate. The 
available information about the working of the Soviet system 
is conflicting, and it is not possible to cite, in support or 
against the various points, Russian evidence whose authenti- 
city can be accepted without question. Soviet Russia has, 
moreover, passed and is passing through a period of strain 
and stress owing to its internal conditions and external 
circumstances, which has limited its course of development 
and forced upon it criss-cross compromises the inwardness 
of which can only be fully understood by the dialectic 
gnostics. But in spite ol these qualifications it has to be 
stated that the experience of Russia, though not conclusive 
in favour of rational allocation of economic resources under 
socialism, does not indicate the impracticability of rational 
adjustment of scarce means to ends in a socialist economy. 
Whatever may be the failings of Soviet Russia, the allround 
striking progress achieved by it makes such a proposition 
obviously untenable. 

The experience ol Soviet Russia, does, however, raise 
another point which cannot be discussed in this paper but is 
of fundamental importance. Soviet Russia has been and is 
a totalitarian state. That may be, as is contended by the 
supporters of the Soviet regime, a transitional stage towards 
a non-authoritarian soc iety in which ‘the government over 
persons will be transformed into administration of things.’ 
But Russia has not proceeded far in that direction. That 
may be more her misfortune than her fault, but the fact has 
an important bearing on the subject under discussion. Social- 
ism has to be a Unitarian but need and should not be an 
authoritarian economy. Central control, if it means central- 
ized power, has not only its political dangers but is bound 
to make the economic system rigid and unadaptable. In 
other words economic dictatorship is incompatible with 
flexible, creative and progressive economic system: and, of 
course, economic dictatorship makes political dictatorship its 
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logical corollary and far more dangerous than otherwise it 
would or could be. 

Under socialism there will be fusion of economics and 
[)olilics and therefore the problem of power more than the 
problem of value will become its fundamental problem. 
Soviet Russia has not been able to solve the problem yet and 
the war, even if it ends with the defeat of the Axis powers, 
will make it the problem of the post-war world. Power has 
to be lamed and cannot be tamed by the restoration of 
Laissez-faire in politics and economics. New political and 
economic apparatus has to be constructed and pul into action 
with a vi(*w to combine freedom with cO*ojx^ration on an 
international scale. The task is stupendous but there is no 
escape from it, and if the world can accomplish it, the 
solution of the problem of value under socialism will present 
no insuperable difficulties. Ihe problem is an age-old 
problem of achieving unity without uniformity in the be- 
wildering context o( the world of today, and unless it is 
solved, defeat of the Axis |)owers will not save it from 
progressive descent into frustration and anarchy. Socialism 
will, therefore, even from the economic standpoint have to 
develop its system of cliecks and balances and make it 
possible for the general will of the community to express 
itself through a process of continuous economic re-adjustment 
and attain a position of dynamic equilibrium. 

In this paper no reference has been made to literature 
on the subject as within llie limited scope available it was not 
})0ssible to deal with the specific points raised by the various 
writers. But for convenience of reference the more import- 
ant books and pei iodical articles on the problem of valuation 
under socialism are listed btdow. 
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Title of the book or article Author 

Socialism ... Ludwig Voo Mi ses 


Collective Economic Pian- 
iiing 

Economic Planning and In- 
ternational Order. 

Economic System of a So- 
cialist State. 

Economics of Socialism .. 

Economic Theory of Socia- 
lism. 

The Theory and Practice of 
Socialism. 

Socialism versus Capitalism 

Political Economy and Ca- 
pitalism. 

JTice Formation of a Socia- 
list Economy. 

Problems of a Sociali.^t Eco- 
nomy. 

Economic Theory and So- 
cialist Economy. 

Economic Theory and So- 
cialist Economy— A Reply. 

Economic Calculus in a 
Planned Economy. 

Statics and Dynamics in 
Socialist Economics. 

Economists and Fhe Eco- 
nomics of Socialism. 

The Socialist (Mculation ... 

Freedom and the Economic 
System 


F.A.V. Hayek and 
others 

Robbins 


R. L. Hall 


H. D. Dickinson 

Oscar Lange & F. 
M. Taylor. 

John Stratchy 

A. C. Pigou 
M. Dobb 

H. D. Dickinson 

M. Dobb 

A. P. Lerner 

M. Dobb 

E. F. M. Durbin 

A. P. Lerner 

M. Dobb 

F. A. V. Hayek 
F. A. V. Hayek 


Part 11 Section 1 
Chapters I and II 


PP. 194-2li0. 


PP. 40—53. 


C/hapters 3 & 7. 
Chapter VIII 

Economic Journal 
June, 1933. 

Economic Journal 
Decern bei% 1933, 

Review of Economic 
Studies Oct. 1934. 

Feb. 1935. 


Economic Journal 
Dec. 1936. 

Eeonimic Journal 
June, 1937. 

Modern Quarterly 
April, 1939. 

Economica May, 1940 

The Public Policy 
Pamphlet No. 29 
Chicago University. 



VALUE IN THE SOCIALIST STATE 


BY 

S. K. Kudu A. 

The problem of value is inescapable. Whatever the 
stage of economic development, and whatever the type of 
social structure, it is always present. Neither the individual, 
nor the group, can be rid of it. Not even the anchorite can 
run away from it. Eor he too has appetites, I hough reduced 
to the minimum. On the other hand, lor men in modern 
communities, the question is of supreme importance. Indeed, 
it dominates the greater part ii' not tlie whole, of the best 
years of their active life. 

In the emergence of value, much cliange lias taken place 
in the course of human history. It has betm the index of 
man s upward rise from the primitive to the {iresent. We 
need, however, to concentrate on some recent phases only. 
Since a hundred years or so, the method ol determination of 
value has been the process of bargaining. The classical 
tradition has required that this process should operate, with- 
out let or hindrance, either on the side of supjily or that of 
demand. It has visualised pairs of individuals tmgaged 
upon this task. Thus, individually, and ultimately, for a 
given region, a valm^ is settled. Iliis equate.-, the supply and 
demand of commodities or servic:es in (|uestion. In areas of 
monetary regime, such valuation is recorded in terms of 
price. Thus it used to be. 

But gradually, with growing complexity of the economic 
order of society, and an ever-expanding tendency towards 
sfiecializalion, and group formation, the classical fiatlern of 
the fixation of price, underwent change. Instead of the 
individual, it is now the group that determines value. 
Indeed, the individual has little say. Such latitude as he 
has, is over minor commodities and services. In the highly 
industrialised and advanced communities of the world, these 
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exercise but little influence. The course of investments, and 
of economic o])erations work independently of their behest. 
Their power is limited. Tlie fact is that it is Cartels, 
Alonopolies, Trusts and Syndicates on the one hand, and 
Trade Unions, Co-operatives, and consuming establishments 
on the other, that determine value. Such is now the opera- 
tion of the pricing mechanism. Tn still more recent years, 
and particularly now, it is the State that plays the major role. 
Whether in the money market, or whether in the matter of 
Foreign Fxchanj^es, or whether in respect to world-staples in 
raw materials, food-«tuffs and mineral output, or whether in 
the matter of constructional equipment and machinery, or 
whether in the labour market, or whether in respect to trans- 
portation services in particular, it is the voice of the State 
that finallv fixes the prices. This is done either directly, as 
in these days of war, or indirectly during peace time. Tn 
any case, we shall have to admit that conditions as envisaged 
by the classical School of Economists, have changed 
profoundly. 

Therefore, if the Socialist State takes a hand in the 
price fixation, it should not he regarded as something pernici- 
ous or unnatural. The techniciue of production, the financial 
organisation, and the marketing mechanism have so develop- 
ed. that grave conseouences would have ensued, as indeed 
thev did, if the states did not step in to regulate conditions. 
Thi« control has been exercised by every State, irrespective 
of the fact whether it was based upon the liberal or the 
monarchic principle of sovereignty. The Socialist State does 
likewise. Only it does it with greater completeness, and 
possibly, with greater success. 

But essentially, it is not so much the method or the 
manner in which this process of price determination is 
conducted, that is of immediate concern to us. That is only 
the mechanics of the problem. We are interested far more 
in the foundations on which is built up the price mechanism 
of the Socialist State. For in such a State the old and 
familiar basis of private propertv. the conduct of industry 
for personal gain, the freedom of investment, and the liberty 
of the selection of occupation, and the choice of sale and 
purchase of goods and services is lirpited, if not largely 
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swept away. The old slruclure, with its traditional sanc- 
tions, is destroyed, as in Russia. Instead, other values are 
introduced. 

The first matter to recognise in the Socialist Scheme of 
things is, that value is not judged in terms of units of gold. 
For the sake of convenience only, gold, or the monetary media 
is continued with. It is employed as a medium of account- 
keeping. It provides a familiar system. Hence, such naive 
devices as labour-time tickets have not prevailed. But the 
value of things is not determined. 

Value, in the Socialist State is influenced preponderat- 
ingly, from the side of need. The side of supply does not 
count as much. It is essentially a consumers’ economy. 
The producers’ accumulations are less dominating. Of 
course, the cost aspect is not neglected. It is, however, 
definitely subordinated to the service principle. All dealings 
at home, and all transactions abroad, are regulated on the 
basis of need. The ideology that dominates Socialist con- 
ception is the satisfaction of the wants of men. C4apitalistic 
economics also attempts similar achievement. But, in the 
motive of personal profit, it transgresses all consideration of 
those who have insufficient purchasing power at their com- 
mand. The reason of this lack, is a matter of indifference 
to its philosophy. Thus, in its very endeavour to meet the 
needs of men, it has over-shot its mark. Hence, the tragedy 
of the paradox of poverty in the midst of plenty. 

To my way of understanding. Socialist economy is 
grounded upon the thought of affording to the citizen a 
measure of material and cultural satisfaction. This is 
determined by the resources of the community and the 
technical efficiency of its apparatus. This to me seems to be 
the concept of value in the Socialist State. It is the unit of 
measurement. All else follows from it. The utilization of 
resources, the determination of schemes, the appointment of 
their priorities, are thus arranged. The individual, as well 
as the group aspect of the problem, is considered. By 
abundant and accurate supply of relevent data and statistics, 
by careful scrutiny and appraisement of competing needs 
and claims, by individuals concerned, and by a whole series 
of expert committees, groups and institutions, final adjust- 
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ments of means to ends are authorised by competent authority. 
The process may be slow or it may be rapid, that depends upon 
circumstances. But, in any case, it is not left to blind force. 
The chaos of competition, inspired by self-centered, indi- 
vidualistic utilitarianism, does not decide it. There is a 
given purpose behind it all. In the Socialist way, there is a 
deliberate and conscious intent within its purview. It may 
even decide that “Guns are better than butter” or that 
“Opulence” is no true measure of economic worth. The 
individual may be called upon to tighten his belt. But what 
matter. Even under capitalistic economics, thousands, and 
in China and India millions, need hardly to tighten their 
belts any further. Their abdominal cavity cannot be made 
to shrink any more, due to generations of under-feeding to 
which they have become accustomed. But, the difference in 
the two cases is important. In the instance of the Socialist 
State, the privation is endured for a given national good. 
While under the capitalistic system, it is undergone for the 
sake of the profit of the affluent few. There is an element 
of sacrifice in one, and a note of despair in the other. 

It should not, however, be assumed that the flow of 
means would always be in the same channel, or be of the 
same volume, or be at the same rate, having once been so 
decided. Under bureaucratic direction this is the obvious 
danger. But this would not necessarily happen. With 
change in population, change in the technique of production, 
change in international obligations, (>r change in any other 
sphere, there would correspondingly follow suitable adjust- 
ment of the employment of means to ends. Indeed, with an 
elaborate system of statistical information, and other closely 
studied facts at hand, the Socialist state would be in a better 
position to meet economic situations than Slates functioning 
on the liberal principle of government. 

Furthermore, valued from this standard, namely, of 
supplying the citizen with adequate means of satisfaction of 
physical and cultural needs, the Socialist State would be able 
to adjust means to ends much more appropriately from point 
of view of time factor, than is possible within the capitalistic 
framework of society. The individualistic point of view, 
necessarily, cannot consider remote yields with equal degree 
F. 3 
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of salifefaclion as the more immediate. Undoubtedly the 
recent forms of business organisation that have come into 
being are more or less ageless. The modern Joint Stock 
Companies and corporations have considerably modified this 
aspect of the question. Nevertheless, these institutions 
cannot be expected to take the same view of the prospective 
with the present, as can the State. Long range considera- 
tions cannot be given as much weight. In the matter of 
nation-building activities ])arlicularly, this is obvious enough. 
The Stale, provided it is not run for Party purposes, can take 
measures which would wisely adjust resources as between 
present and future needs. Herein lies an economic asset 
with the Socialist State wliich it can utilise with exceptional 
advantage as contrasted with the ca])italistic. In due course 
of time, such an arrangement of the national resources should 
yield rich results, both materially and culturally. 

To revert once more to the concept of value. We have 
indicated that it represents the satisfaction of a given degree, 
of the average citizen. This must be reduced to a reckon- 
able unit. It will, of course, need to be determined from 
lime to time. For Society is dynamic. The unit of 
composite goods and services which we contemplate, ivould 
require to be modified, periodically. The magnitude and 
range of items included, would obviously depend upon 
various factors. As for instance upon the wealth of natural 
resources, and the efficiency of the economic organisation of 
the state concerned. On the other hand, it will also depend 
upon the dimensions of the jiopulalion, its sex and age 
composition, and its rale of increase. These ivould matcji- 
ally iniluence the determination of this unit. But, taken 
one with the other, this unit could be fixed. Its worth could 
then be related in terms of money. This, rather than the 
unit of Gold, would be the criterion of value. The price 
level Avould be fixed in reference to it. Foreign exchanges 
would be accordingly controlled. There is no particular 
reason why this system should not work. It is known that 
vested interests, habits of thought, force of tradition and 
usage tie people down to known methods. There is a 
reluctance to embark upon new devices, specially in respect 
to such a vital institution as money. This is understandable* 
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But, from several aspects, a composite unit as suggested 
above, would be more truly representative of the economic 
health of the community than merely gold. Also such a 
unit would be more essential to the well-being of the people 
than gold. 

The matter of rates of interest, and policy of deprecia- 
tion, and the building up of reserves would be determined 
by the State. The real test of the proposed unit will lie in 
its relation to reward to labour. In so far as the unit would 
be equal to, or less than the marginal productivity of 
labour, in the respective occupations, no difTiculty would 
arise. The difficulty would be occasioned, when the worth 
of the unit fixed, would be greater than the value of the 
marginal contribution made by labour. A deficit would be 
registered. But it would not be unwarrantable to presume 
that the vast majority of labourers would be yielding more 
in return than they receive. For in such a Socialist Stale it 
must be borne in mind that all the institutions, educational, 
technical and others, would be so motivated as to urge the 
worker to give the community of their best. Besides this, 
there would be the payment of wages, above this minimum, 
according to results. This w^ould induce the vast majority 
to continue to exert to their capacity. Those whose contri- 
bution would fall below the unit, could be supported and 
cared for, after due examination of each case, by group- 
aided or State-operated institutions. Such liability would 
have to be carried. The capitalistic society is not free from 
the assumption of such burdens even now. There is there- 
fore no serious difficulty presented by this method of remu- 
neration to labour. 

Of course, no system is entirely free from some draw- 
back or the other. The question of the stability of the value 
of this unit is a matter of some imj)ortance. We have to admit 
tliat in a country on the margin of subsislance, there would 
be difficulty. In such countries the content of the unit 
proposed, would be mostly composed of food-stuffs and raw 
material goods. These, as we know, are subject to much 
fluctuation. Though it must be recognised that even in 
respect of these, with modern methods of cultivation, and 
crop arrangement, variability of the total world output can 
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be very much reduced. Violent fluctuations at any rate, 
can be avoided. Besides, with advance in material prosperi- 
ty, manufactured and other goods would increase as items 
in the content of the composite unit. Fluctuation in respect 
to these are not so great. Value of the unit would therefore 
be more stable. In any event, the monetary mechanism 
would be competent enough to care for these disturbances 
effectively. 

Such then would be the unit of value in the Socialist 
State. 



SOCIALIST ECONOMY AND THE PROBLEM 
OF PRICING 

BY 

Professor H. L. Dey, 

Dacca University. 

L 

Price Mechanism and Economic Efficiency. 

One of the governing factors of our economic life is the 
scarcity of resources. Consequently, in the distribution of 
resources among different industries, it is necessary to apply 
the principle of economy or the principle of maximum satis- 
faction. Now, it is claimed that a competitive system with 
its price mechanism can realize the principle to a large extent 
by distributing each factor in each industry up to the margin 
where the marginal net product is equal to the average rate 
of remuneration and the marginal cost is equal to the price. 
The result is that there are, on the one hand, optimum 
employment and output, and on the other, maximum aggre- 
gate satisfaction. And this happy result is brought about 
by perfect competition between a large number of inde- 
pendent producers and consumers and employers and factor- 
owners. 

But, in practice, this price-mechanism of the compe- 
titive system can realize the principle of economy only to a 
limited extent. This is so for several reasons. Firstly, it 
is rarely, if ever, that it can establish that close corres- 
pondence between marginal private net product and marginal 
social net product, which is demanded by the principle of 
economy. Secondly, the scales of values of goods and 
services which determine commodity prices and factor prices 
are based upon inequality of wealth, and in turn, tend to 
perpetuate that inequality. Consequently, the satisfaction 
that it yields is weighed heavily in favour of the possessing 
classes and is, therefore, less than the optimum satisfaction 
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which might have been derived by the community with a more 
equitable distribution of wealth. And, thirdly, due to lack 
of co-ordination and long-range view, the competitive system 
is liable to great fluctuations which cause frequent spells of 
low employment and output and thus involve enormous 
wastage of resources. 


11 . 

Economic Efficiency and the Scope of the Price-Mechanism 

in a Socialist Economy. 

How will a socialist economy compare with a competi- 
tive system in respect of this economic efliciency? First of 
all, in so far as the capacity of the economic system to yield 
satisfaction is at least partly governed by the distribution of 
wealth, it is obvious that a socialist economy, by tilting the 
vScales in favour of the j)oorer classes, can make a given quan- 
tity of resources yield a larger amount of aggregate satisfac- 
tion than a competitive system. It will give more food and 
clothing and housing accommodation to the ill-fed, ill-clad 
and ill-housed and less luxuries to the richer classes. Thus, 
by satisfying the more urgent wants at the cost of the less 
urgent ones, it will increase the aggregate satisfaction in the 
community. Secondly, although, due to lack of necessary 
data, neither system can accurately and objectively measure 
marginal social net product, yet a socialist economy with a 
centralised planning system will be in a better position than a 
competitive economy to measure it by a general, qualitative, 
feel, and to redistribute resources from time to time in such 
a manner that the marginal private net product and the 
marginal social net product may be approximately equal in 
every line of production. Thirdly, by taking a comprehen- 
sive and long-range view of national resources and require- 
ments and by adopting an anti-cyclical budgetary and public 
works policy, a socialist economy can smooth out the cours(* 
of employment and production over the whole of a given 
period. Moreover, in such a system risks and uncertainties, 
in so far as they are due to un-co-ordinated comj)etition and 
short-range view, will be reduced. Therefore, it will be in 
a position to lower the rate of interest considerably so as to 
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increase the scoiie of investment and employment. And 
furthermore, since it will lit in a position to control to a large 
extent supply and demand for capital on the one hand and 
supply and demand for money on the other, it will be able 
to regulate both marginal efficiency of capital and rale of 
interest, the two factors that largely govern investment, out- 
put and employment. 

Thus, w'c see that, from certain larger, social, points of 
view, a socialist economy will be more eflicient than a 
competitive economy. But, can a socialist economy function 
as etficiently as a competitive economy over that large 
remaining area in which the latter does realize something 
approximating to the optimum distribution of resources with 
the aid of the price-mechanism? 

Now% in a socialist economy with central planning, there 
will be three sectors of productive activity: First, socialised 
production for community consumption; second, socialised 
production for individual consumption; and third, competi- 
tive production for pri>/ate consumption. 

The first sector wdll be concerned with pioviding free 
education, medical aid, public parks, picture galleries, 
museums, free milk for school children, etc. In this sector, 
the price-mechanism wdll be of no avail, because the marginal 
satisfactions derived by individuals cannot be measured. 
We may jierhaps define these goods as public economic 
goods, because they are not objects of private exchange. 
But the diffei'ence betw^een a socialist economy and a com- 
petitive economy in this respect is only one of degree and 
not of kind. Both types of economy produce these kinds of 
public economic goods, though the former does so on a much 
larger scale than the latter. If we judge by the {)ractice of 
modern civilised states with a competitive economy, it would 
seem that the more advanced and progressive a slate, the 
greater the proportion of public economic goods supplied by 
it to the citizens. If that is so, then it can be contended that, 
in so far as this sector is concerned, a socialist economy 
creates a greater amount of satisfaction than a competitive 
economy, though, of course, in the nature of the case, that 
satisfaction can be measured only by a general, qualitative, 
feel and not by any quantitative standard. Consequently, 
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how much of these goods should be produced and how much 
of the total resources should be devoted to their production 
must depend, in both types of economy, on the discretion of 
the sovereign authorities. It is also important to note that, 
again in both types of economy, the production of these 
goods must have the first claim on the necessary resources. 

We should, therefore, consider how far the principle 
of economy can be applied to the second and third sectors of 
a socialist economy. The third Sector will be a comparative- 
ly small one. And the principle of economy can be applied 
there exactly in the same way as in a competitive system. 
We are thus left with the problem of finding out how far it 
will be practicable to apply the principle of price economy 
to the second sector which will cover a large area, perhaps 
the largest area of all. 


III. 

The Problem of Pricing in a Socialist Economy. 

The working organisation in this sector will be some- 
what as follows: Production will be entrusted to a series of 
autonomous units comparable to limited liability companies. 
These units are affiliated to larger groups according to 
technological and market requirements. These larger 
groups, again, are affiliated to the organisation of a particular 
industry as a whole. Marketing may be entrusted to the 
producing units or to separate selling stores. And the entire 
complex of organisation is unified, controlled and supervised 
by the Supreme Economic Council.' 

Now, the principle of economy demands two things: 
firstly, that each good should be produced up to the limit 
where the marginal cost is equal to the marginal demand 
price; and secondly, that every factor should be used in each 
industry up to the limit where the marginal net product is 
equal to the average rate of remuneration. 

To start with, let factor prices and commodity prices 
be fixed at pre-plan levels. Then, with the given prices and 

. ' Dickinson : Price Formation in a Socialist Commu- 

nity, the Economic Journal, June, 1933, pp, 238-39. 
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quantities of factors, each consumption goods industry will 
estimate its supply-schedule and demand-schedule. On the 
basis of the supply-schedules and demand-schedules drawn 
up by the consumption goods industries, the secondary and 
primary industries will prepare their demand-schedules and 
supply-schedules. Ultimately there will emerge a large 
number of alternative equations of demand and supply for 
each industry. The task of the Supreme Economic Council 
will be to allocate each factor among the different industries 
in such a manner that the value of the marginal net product 
of that factor in all industries is equal and also that such 
net product is equal to the average rate of remuneration. 

If it be found that the structure of production resulting 
from the optimum distribution of resources as indicated 
above is divergent from the structure which the planning 
authorities had fixed up in advance on considerations of 
public policy, the initial factor prices may be suitably 
modified so as to change the demand — and supply-schedules 
of the industries in the desired direction. Thus, for example, 
if it be found that the original demand and supply-schedules 
as submitted by the industries on the basis of pre-existing 
factor prices imply a smaller volume of production goods 
than has been decided upon by the planning authorities on 
grounds of public policy, the rate of interest may be lowered 
and the remuneration of the necessary factors suitably 
modified in such a manner that the demand-schedules of 
capital goods industries may be on a higher scale and those 
of consumption goods industries may be on a lower scale. 

It may be objected that such an a priori decision regard- 
ing the respective scales of production of capital goods and 
consumption goods industries and the consequent modifica- 
tion of interest and wage rates would strike at the very root 
of the principle of price economy. But the reply is that, in 
the first place, even in the capitalist economy as we know it, 
the state decides in advance on considerations of public 
policy as to the amount of resources that should be set aside 
for essential purposes of defence, unemployment relief, 
administration, etc., by raising the necessary taxes and 
thereby automatically modifying the income structure; and 
secondly, that the income-structure even in a capitalist society 
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is ultimately based upon conventional standards of valuation, 
which are always being changed due to changes in supply 
and demand which, in turn, are partly at least governed by 
the educational, financial and commercial policies of the 
state. 

To resume our analysis of the problem of pricing: 
Now, when the planned production has been carried out and 
incomes have been distributed, it may happen that the 
income-receivers shift their demand-schedules from the 
original positions, so that it is found that there has been 
produced much too much of some goods and much too little 
of other goods. If that be the case, as it is likely to be, then 
the accounts department of every selling store may draw up 
these new demand-schedules of consumers and pass these 
backwards to the producing unit which, in their turn, will 
prepare their own demand-schedules for factors and supply- 
schedules for commodities. On the basis of these new 
demand, and supply-schedules, the planning authorities may, 
consistently with the broad outline of their general policy, 
set up new scales of factor prices and work out a new scheme 
of optimum distribution of resources. 

Thus, we find that, within the limits of a general policy, 
it is quite possible for the planning authorities to observe 
the principle of economy in the distribution of resources with 
the aid of a price-mechanism. And, as already stated above, 
it is likely that, due to long-range view and co-ordination of 
activities, they will be in a better position than the multi- 
tudinous producers of a capitalist system to give effect to the 
principle of maximum economy of resources. In this task 
they will be materially assisted by an elaborate system of 
cost accounting and statistical analysis conducted by public 
departments, not in the twilight of secrecy whi(fi is customary 
with a competitive system, but in the full glare of publicity 
and public criticism. 

It may be said that the pricing system of a socialist 
economy as outlined obove is likely to suffer from two 
obvious defects: Firstly, that, whereas in a competitive 
system the desire of gain and the fear of loss generally suc- 
ceed in ensuring that the entrepreneur will be kept up to the 
highest pitch of efficiency, there will be nothing in a socialist 
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economy to guaranlee such efficiency because the manager 
ol each producing unit will in any case get a fixed remunera- 
tion : His estimates may go wrong, but he will not have to 
pay the penalty of a heavy personal loss; the loss will be 
borne by the community. His estimates may come out very 
nearly right, but he will not get any pecuniary reward; all 
the benefit will be enjoyed by the community. Therefore, 
he need not be loo careful how he draws up his demand — 
and supply schedules. And his carelessness may add 
considerably to the difficulty of planned production. This 
absence of a jrrofit — loss incentive, which is one of the main 
springs of action in a competitive economy, may no doubt 
prove to be a source of weakness to a socialist economy. 
But this defect can be remedied to a large extent by calling 
into action new incentives to efficient work. The spirit of 
emulation, the hope of promotion to more responsible posi- 
tions, and the desire for public honours on the one hand, and 
the fear of degradation or dismissal and the dread of public 
censure or dishonour on the other hand, are some of the 
powerful positive and negative incentives which may be 
stimulated and skilfully exploited with that end in view. 
And, in the absence of the possibility of acquiring inordinate 
riches or of being able to look forward to a life of idleness 
and extravagance, it is likely that the mechanism of the 
human mind will be largely reconstructed and that this 
mechanism will respond completely to the stimuli indicated 
above. 


A second criticism which may be advanced against the 
pricing system of a socialist economy is that it will be loaded 
with the vast expenses of the national accounts and statistical 
department, which is absent in a competitive economy. It 
cannot be denied that this criticism has some force. But, it 
would be just reasonable as well to think that this spec’ial 
Item of cost in a socialist economy will be more than com- 
^nsated in that the department in question will quickly 
detect errors and miscalculations, expose slackness and 
incornpetence, and greatly assist the planning authorities to 
establish interspacial and intertemporal equilibria between 
die different sections of the plan. Might it not also perhaps 
be retorted that, in the absence of such an apparatus of 
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national cost accounting and statistical analysis, it is al- 
together impossible for a competitive economy to measure 
net aggregate gain or loss resulting from the totality of the 
productive process? 


SUMMARY. 

[The object of the price-mechanism in a competitive economy 
is the attainment of maximum satisfaction through the optimum 
distribition of resources. But, due to certain inherent defects of 
such an economy, the objective can only be imperfectly realized. 
In a socialist economy, there will be three sectors, namely, socialised 
production for community consumption, socialised production for 
individual consumption, and competitive production for private 
consumption. Obviously, the first sector will not lend itself to 
the operation of the price-mechanism, becaust here marginal utility 
and marginal cost of production cannot be found out; in this sector, 
therefore, the guiding principle will be based on a general, qualita- 
tive, feel or wise exercise of discretion on the part of the planners. 
The third sector will be amenable to the pricesmechanism exactly 
in the same way as a competitive economy. The main problem, 
therefore, is to examine how far the price-mechanism of a competi- 
tive economy can be applied to the large and important second 
sector, viz., socialised production for private exchange and indivi- 
dual consumption. A working model is suggested and it is shown 
how the pricing process in such a .socialist economy can operate 
and solve some of the fundamental problems precisely in the same 
manner as in a competitive economy. Certain characteristic differ- 
ences between the two are discus.sed and the inference is drawn that 
these difTerences are likely to result in a comparative advantage 
for the pricing system of a socialist economy.] 



PROBLEM OF VALUE IN A SOCIALIST STATE 


BY 

S. M. Shafi. 

Capitalism has fallen on evil days. There is hardly 
a person, at present, who would support fullfledged capital- 
ism. Nevertheless, during and after the so-called Industrial 
Revolution, capitalism gave a good account of itself. The 
remarkable growth of industry and commerce and the 
inordinate increase of wealth were, no doubt, the outcome 
of capitalism. The superstructure of the 19th century eco- 
nomic development was built up on the foundations of 
private property, competition, price mechanism and freedom 
of the individual. Yet these very factors proved to be the 
causes of its decay. Wealth was increasing, but it was 
accumulating in fewer hands. The inequalities of income 
were becoming more and more pronounced. Competition 
was giving place to monopoly. A leisure class had come 
into being which was thriving on the toils of others. The 
excesses of capitalism — repugnant to the spirit of the age — 
received the just condemnation of all thoughtful persons. 
A good indictment of capitalism can be found in R. H. 
Tawney’s Acquisitive Society. The revolt against capitalism 
gave rise to socialism and its more advanced form 
communism, both of which aimed at regenerating society by 
a more equal distribution of property and especially by 
substituting the principle of association for that of competi- 
tion. The spectre of poverty in the midst of plenty was to 
go for ever. The aims of the new order were to be achieved 
by nationalization of all the means of production which were, 
henceforward, to belong to the community as a whole and 
not to individuals. There was also to be a central control 
of the entire economic life of the community. Whereas 
under socialism the individual was to retain freedom of 
choice in consumption and occupation, he could have neither 
under communism. The economic life of the people was to 
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be controlled by the slate. All industries were to be run 
under public management, llie gains from industry were 
no longer to go to the individuals but were to be enjoyed by 
the entire community. There was to be no rent, interest or 
profits and income was to accrue only in the form of wages. 
Every one would be required to work and there would be no 
leisure class living in idle plenty. The socialists claim 
many advantages of this system. According to them there 
would be no economic problems in ihe socialist world. 
Some socialists claim that the social plan of production will 
be settled very simply, without the intervention of the famous 
" value.’ Others claim that socialism would dispense 
entirely with calculation in terms of value. VVe may leave 
aside the relative merits of socialism and capitalism and 
may pass over the question whether in a material sense 
society would be belter olf, under one system or the other, 
but we must face the question whether socialist slate would 
have any economic problems, more specially the problem of 
value. Ihe question in fact assumes two aspects, firstly, 
whether the socialist stale would have any problem of value 
or not and secondly, if it does have its problem of value 
what would be the nature and significance of the problem 
with regard to calculation or measurement of value. The 
answer to the first question is simple. The socialist state is 
bound to have its problem of value for without it one can 
hardly conceive of any workable economic system. Take 
the case of production. Under capitalism the trend of 
demand decides the prices and it stimulates those forms of 
production which are growing in world demand. How is 
production to be organized under socialism? What sort of 
commodities are to be produced? How are the available 
means of production to be utilized? As soon as different 
purposes compete for available resources the socialist state 
is face to face with the problem of value. The distribution 
of available resources between different uses is no less a 
problem for society than for the individual. If the socialist 
community wanted to act rationally its calculations would 
have to be guided by the same formal laws which apply to 
a capitalist society. We can see, therefore, that whatever 
form of productive organization the society may adopt, there 
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is no escape from the problem of value. Without economic 
calculations there can be no economy. If we turn from 
production to distribution of wealth we are up against the 
same problem of value. Although wages would be the only 
form of income in a socialist stale yet the problem of their 
determination is there. This is clearly a value problem. 
The question of value is as much a problem for the socialist 
state as for a capitalist one. Without the guidance provided 
by value, economic activity becomes meaningless and instead 
of an economic order we are likely to get economic chaos. 

We may now consider the other })roblem, that is to say, 
the problem of measurement or calculation of value in a so- 
cialist state. Imder capitalism value is determined by inter- 
action of demand and su|»ply in a free market. Under social- 
ism the problem is to determine value by some process other 
than competition based on private property. How should this 
be done in the absence of a pricing system? According to 
socialists value shall be determined by a process of calcula- 
tion carried out by the planning authority. How will this 
authority proceed? Will it rely upon the old labour theory 
of value? The simple method would be to calculate value 
on the basis of the hours of labour spent on the production 
of a commodity. Such an arrangement cannot be free from 
objection. In the first |dace, it leaves the employment of 
material factors of production out of account. Value of 
things does not depend upon the amount of labour they have 
cost, but on a number of causes, among which the amount of 
labour plays a i)art, but not the only part. Secondly, what 
about differences in tlie quality of labour? As Mises says, 
he wlio expects a rational economic system from socialism 
will be forced to re-examine his views."’ Let us now 
consider the determination of wages. In Russia an attempt 
is made to relate wages to the amount of outj)ul through an 
elaborate system of pi('ce-work rales. There is also a grad- 
ing of workers by difl'erent rales of wages. In most cases, 
however, there is a deliberate fixing of wages according to 
the social value of work as set up by the state. This may 
or may not be an ideal to follow, but in this arrangement 
the remuneration of labour caunol but proceed upon an 
arbitrary basis. 



PRICE TRENDS DURING THE LAST DECADE 
AND THEIR EFFECTS ON INDIAN ECONOMY 


BY 

Professor S. G. Beri, M.A., 

Sydenham College of Commerce & Economics, Bombay^ 

Introductory 

It appears evident that even without a common interna' 
tional standard of value, and in face of greater restrictions 
on the circulation of capital and on the interchange of com- 
modities than had previously been known, the price systems 
of the various countries remain closely linked. Even though 
the units of measurement were diiferent and world markets 
were broken, the general drift of prices has been the same 
practically everywhere. Such movements of the average 
level of wholesale commodity prices as measured by well- 
known and accepted index numbers, are the simplest and, in 
many respects, the most important price phenomena, but 
they ignore and, to some extent, conceal the significance of 
the complex and confusing individual and group movements 
from which the average is compiled by a somewhat artificial 
calculation. Fluctuations in prices are of the greatest im- 
portance when they involve changes in price relationships. 
If all prices, including such prices as the wage rate of labour, 
were to fluctuate at the same rate in the same direction most 
economic relationships, with the notable exception of long- 
term contracts, would remain substantially unaltered. But 
the rise in the prices of goods and services which a group of 
persons buy in relation to the prices of goods and servic>es 
which they sell has far-reaching effects upon business acti- 
vity and economic welfare. For example, one of the most 
important economic relationships of this kind is the ratio 
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between the prices of agricultural products and of manufac- 
tured commodities. 

Four Periods of Indian Price History during the last Decade 

The last decade, which began roughly with the advent 
of the Great Depression in September 1929, has witnessed un- 
precedented and unforeseen changes in the price levels in 
the different countries of the world. Rupee prices in India 
have been inevitably affected by world price trends and they 
have produced far-reaching reactions on the country’s eco- 
nomy. The price level in India during the last decade may 
be reviewed broadly under the following four principal 
periods: (1) Depression period (September 1929 to March 

1933); (II) Recovery (partial) period (April 1933 to 
August 1937); (III) Recession period (September 1937 
to August 1939); and (IV) War period (September 1939 to 
October 1940 for w^hich statistics are available.) 

These periods may now be successively examined with 
special reference to the magnitude, the course and the nature 
of the price change, the causes which account for the varia- 
tions in prices and their effects on the country’s economy. 

I Depression Period ^ 1929 September to March 1933 

During this period of the world economic depression 
rupee prices in India slumped heavily as shown by the 
table on page 737. 

The disastrous drop in commodity prices, which started 
with the Wall Street collapse in U. S. A. in October 1929, 
and which soon caught the whole world in its tight grip was 
a signal for a steep fall of commodity prices in India as 
well. It will be seen from the table on page 737 that the 
index number for Calcutta wholesale prices fell from 143 
in September 1929 to 82 in March 1933, a fall of 43 per 
cent. The index in September 1931 was 91 as against 143 
in the same month in 1929. There was a temporary spurt 
in prices owing to dissociation of sterling from gold and the 
linking of the rupee to the sterling and in consequence the 
price level improved to 98 in December 1931. But this 
was purely an artificial rise as shown by the fact that there 
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was a continuous fall in prices in terms of gold. This ad- 
vantage was not maintained in 1932 which saw a steady 
decline to lower levels, the index number falling to 88 in 
December 1932. The early months of 1933 saw a further 
weakness and the lowest level was reached in March 1933 
when, as said before, the Calcutta price index stood at 82. 
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Comparative price falls in India and some foreign countries. 

A feature of the world economic depression was the 
greater fall in the prices of primary products (food- 
stuffs and raw materials) as compared to those of manufac- 
tured articles. Agricultural countries like India were in 
consequence more adversely affected than industrial coun- 
tries like the United Kingdom and U. S. A. as shown by the 
following table: 


Table II 



India 

Calcutta 

July 

1914-100 

United Japan 

Kingdom October 
1913=100 1900=100 

U. S. 

1926= 19* 

100 *9“ 

1929 September 

143 

135-8 

9G1 

183-8 

217-5 

1933 March 

82 

97-6 

G02 

1333 

177-4 


As the World Economic Survey for 1932-33 points out 
the percentage decline in prices from the peak in 1929 to 
the lowest point reached during the depression was 42 in 
India as compared with 30 4 in the U. K., 38 in U. S. A., 
28'5 in Australia and 35'8 in Japan. It will thus be seen 
that the price decline was the heaviest in India. 

Disequilibrium between Agricultural and Industrial prices. 

It is a truism that the trade cycle affects different kinds 
of prices in different ways, €.g., the prices of agricultural 
commodities and raw materials and those f)f manufactured 
articles do not move necessarily together either on the up- 
ward or the downward grade of the trade cycle. In a period of 
falling demand, the prices of agricultural products normally 
decline much more rapidly than those of manufactured goods 
whose output is usually more promptly reduced to meet 
decline in purchases. A mainly agricultural country like 
India is, therefore, seriously affected by the price disparity 
which is illustrated by the falling index numbers of prices 
of exported articles (consisting mostly of raw materials) and 
imported articles (comprising of manufactured articles) 
shown in the following table: 
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Table III 

Calcutta Index Number Series. (1914=100) 



Exported 

articles. 

Percentage fall as com- 
Imported pared to September 1929 
articles. Exported Imported 

Articles* Articles. 

1929 September 

133 

150 



1931 December 

81 

124 

39 

17 

1932 December 

69 

115 

48 

23 

3933 March 

65 

110 

51 

27 


Thus while the export price level declined by 51 per 
cent, between September 1929 to March 1933, the import 
price level showed a fall of only 27 per cent. This marked 
discrepancy entailed a deterioration in the terms of barter 
trade between agricultural countries like India and indus- 
trial countries. The disparity of prices accounts for the 
heavier incidence of the depression in India than in other 
countries and also on the Indian agriculturist as compared to 
that on the Indian manufacturer. 

Relative decline in individual commodity prices 

The Table below indicates the percentage decline in the 
prices of different commodities between September 1929 


and March 1933 and 
of prices for various 

is based on the Calcutta Index Number 
groups of articles. 

Table IV 

Percentage decline in 

prices on the basis of September 

1929. 

March 1933 

March 1933. 

Rice 

58 

Hides and Skins ... 

50 

Wheat 

34 

Jute Manufactures 

44 

Tea 

46 

Cotton „ 

30 

Oilseeds 

63 

Metals 

29 

Jute, raw 

58 

Sugar 

23 

Cotton, raw 

46 

All commodities 

43 


The above table brings out more clearly the main 
characteristic of Indian price index numbers during the de- 
pression period, namely, the larger fall in agricultural 
prices as compared with industrial prices. It will be seen 
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that the heaviest declines were invariably in raw materials. 
Among the manufactured articles the slump in prices of jute 
manufactures was heavier than in the prices of other 
articles, cotton manufactures and metals following in order. 
Among agricultural products sugar suffered least, mainly 
as a result of the increased import duties on this article. 

Causes of the slump in prices 

The drop in the Indian price level during the depression 
period was due partly to world factors and partly to domestic 
factors. 

(a) World factors : — The main factors which contribut- 
ed to the world economic depression and fall of prices were : 

(i) overproduction in case of raw materials and manufactur- 
ed products, but particularly in the case of the former; 

(ii) monetary causes such as shortage or maldistribution of 
gold resulting in deflationary monetary policies, and 

(iii) political unrest in many parts of the world, notably in 
China and South Africa. The repercussions of the world 
conditions were inevitably felt in India and a heavy external 
pressure was exercised on the Indian price level in the 
downward direction. 

(b) Internal factors : — In the first place, the civil dis- 
obedience movement in India aggravated the price fall partly 
by creating nervousness among the public and especially the 
business community and partly by ‘"hartals” or suspension 
of business which brought down the demand for goods. In 
the second place, it has been generally argued in India that 
the overvaluation of the rupee at Is. 6d. depressed prices in 
so far as it entailed the adoption of deflationary measures 
such as, currency contraction, control of credit, a high bank 
rate, etc. The rupee, like the sterling, no doubt depreciated 
following the abandonment of the gold standard by Great 
Britain in September 1931, but as against sterling the over- 
valuation of the rupee persisted as it was then linked to 
sterling at Is. 6d. and this had an adverse effect on the Indian 
price level. It may be pointed out, however, that the rupee 
ratio factor, to the extent to which it operated, applied to the 
earlier period of non-adjustment rather than to the later 
period. It may be conceded, however, that if the rupee had 
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been devalued in terms of sterling as in Australia or Japan 
or had it been left to itself, the downward pressure on the 
Indian price level would have been somewhat relaxed. 
Finally, the reduction in the purchasing power of the Indian 
farmer resulted in diminished demand for manufactured 
goods. The consequential fall in the prices of manufactured 
goods in turn brought about a further fall in the prices of 
raw materials, thus setting up a vicious circle. 

On a review of the external and internal factors which 
led to the steep fall of prices in India during the depression 
period it is obvious that the world factors were more to blame 
than the internal factors. 

Effects of the price fall : — 

The fall of prices during the period of the world eco- 
nomic blizzard produced disastrous and far-reaching results 
on Indian economy some of which are reviewed below. 

(a) Agriculture: — First and foremost, the agriculturist 
was hard hit because his receipts dwindled owing to collapse 
of prices. The great fall in the prices of agricultural goods 
affected India’s national income which shrank considerably 
as a result. The table below, giving a rough estimate of the 
value of the principal crops in each province, illustrates the 
shrinkage in the national income derived from agriculture: — 

Table V 


Value of total production of the principal crops considered 
in each Province in 1928-29 and 1933-34. 



1928-29 

1933-34 

Change in 

Percentage 

Province. 

Value in 

Value in 

value in 

decrease 

lakhs of 

lakhs of 

lakhs of 

from 


Ks. 

Rs. 

Rs. 

1928-29 

Madras 

... 1,80,78 

83,17 

-97,61 

-54‘0 

Bombay 

... 1,20,52 

60,52 

-^60,00 

-49*8 

Bengal 

... 2,32,59 

95,56 

- 1,37,43 

-58-9 

United Provinces 

... 1,40,52 

85,65 

-54,87 

-39*0 

Punjab 

76,78 

40,11 

-36,67 

--47*8 

Burma 

63,38 

23.26 

-40,12 

-63*3 

Bihar and Orissa 
Central Provinces 

... 1,37,86 

and 

55,34 

-82,52 

-59*9 

Berar 

68,78 

30,33 

-38,44 

-55*9 

Total 

... 10,21,20 

4,73,94 

-5,47,26 

-53-6 
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The fall was not uniform in the case of various agri- 
cultural commodities as shown above and the agricultural 
incomes of the several provinces were affected differently. 
For example, as compared with 1928-29, the largest decrease 
in the money value of agricultural produce (in this case rice) 
occurred in Burma, being 63'3 per cent in 1933. Thp drop 
in the value of total production of agricultural crops by 
Rs. 547 crores indicates the big setback to the purchasing 
power of the agriculturist. 

While the prices of agricultural commodities fell by 
more than 50 per cent, during the depression period the costs 
of production fell only by 15 to 20 per cent. The incidence 
of the more or less fixed obligations of the agriculturist in 
the shape of land revenue, rent, debt charges, etc., became 
more and more onerous. This seriously aggravated the eco- 
nomic depression in the country, and along with the reduc- 
tion in the income of the agriculturist, was responsible for 
the prevalence of acute distress in the rural areas. A 
symptom of this was the increase in rural indebtedness (as 
estimated by Dr. P. J. Thomas) from Rs. 900 crores for 
British India in 1928-29 to about Rs. 1,200 crores by 1933. 
Another symptom was the sale and export of large quantities 
of gold, although it is true that some of the gold which was 
sold and exported was not “distress gold.” Yet another 
symptom was found in the reduction in the annual per capita 
consumption of cloth in India from 15’97 yards in 1929-30 
to 13‘49 yards in 1930-31, and 14’17 yards in 1933-34. 

It is noteworthy that agricultural production as a whole 
did not contract as prices fell; indeed in some cases there 
was even a tendency to increase production to compensate for 
the fall in prices. Except in the year 1932-33 the net sown 
area in British India was more than in 1929-30, being 232 
million acres in 1933-34 as compared with 228 million acres 
in 1929-30. There was some contraction in the area under 
cultivation of industrial raw materials like jute. 

(b) Industries : — The industrial development of India 
could not escape the ravages of the slump in prices, which by 
reducing the purchasing power of the agriculturist lessened 
the demand for the products of industries. Moreover, the 
agricultural depression abroad reduced the demand for 
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Indian jute manufactures. The reduction in the prices of 
imported goods, often aggravated by currency devaluation 
abroad, stiffened foreign competition and served to accentuate 
the depression of prices of industrial products. With the 
decline in prices of industrial products there was an inevit- 
able decline in industrial prices and share values, c.g., the 
chain index for industrial profits with 1929-30 as 100 came 
down to 34 in 1932. Although industrial prices, profits and 
share values declined, it is noteworthy that industrial produc- 
tion was on the upgrade owing to the operation of certain 
favourable factors, such as the Swadeshi movement, the levy 
of protective tariffs (for instance, on iron and steel, textiles, 
and sugar), the Indo- Japanese Trade Agreement, low money 
rates and cheap imports of machinery and stores. 

The depression in industry in the shape of lower 
industrial prices and profits resulted either in the closing 
down of industrial concerns some textile mills in 

Bombay) or curtailment of output as in the case of the jute 
mills and led in some cases to the introduction of wage-cuts 
which were the cause of a certain number of strikes in the 
country. 

(c) Trade: — (i) External trade : — The price fall took 
a heavy loll in the field both of the external and internal 
trade and there was a big setback to the favourable balance 
of trade. Both our exports and imports were affected. 
Exports heavily declined owing to the diminished foreign 
demand for India’s staple exports and the calamitous drop 
in the prices of agricultural raw materials. The quantity of 
export trade, however, did not decline in correspondence with 
the value. The fall in imports was the result of the reduced 
purchasing power of the Indian consumer, extension of home 
production of cotton textiles and sugar stimulated by the 
policy of tariff protection in India and the growing spirit of 
Swadeshi following in the wake of the tense political situa- 
tion in the country. The following table brings out the 
effects of the depression on India’s foreign trade and the 
balance of trade. 



744 


S. G. BERI 


Table VI 

Value (in crores of rupees) of sea-borne trade of India in 
merchandise (including Government stores.) 


Year 

Imports 

Exports 

Net exports of 
merchandise 

Net 

exports 

Gold. 


Rs. 

Rs. 


Rs. 


Rs. 

1928-29 

263 

339 

-f 

76 

- 

21 

1929-30 

250 

319 

+ 

69 


14 

1930-31 

173 

226 

+ 

53 

- 

13 

1931-32 

130 

16j 

4* 

31 

4 

58 

1932-33 

135 

136 

4 

1 

4 

65 


The above table shows that the fall in the case of exports 
was far greater than in the case of imports. This was but 
natural having regard to the heavier fall in agricultural 
prices than in industrial prices. Had it not been for the 
enormous quantity of gold exported from India since Great 
Britain went off the gold standard in September, 1931, the 
total visible balance of trade in favour of India would have 
dwindled to a negligible figure and the country would not 
have been in a position to meet its ‘ invisible ’ imports or 
obligations abroad. 

(ii) Inland Trade : — Inland trade also received a set- 
back during the depression period as shown by the fact that 
the amount of goods carried by the Indian railways declined 
from 87’4 million tons in 1^9-30 to 70’6 million tons in 
1932-33, and the earnings from goods traffic from Rs. 68 8 
crores to Rs. 56‘9 crores. 

(d) Public Finance : — ^The fall of prices also seriously 
affected public finance. Central (general as well as railway 
finance) and Provincial. There was a considerable deteri- 
oration of many of the important revenue heads, such as 
customs and income-tax and the earnings from commercial 
departments like railways and posts and telegraphs appreci- 
ably declined. The general budget of the Government of 
India showed heavy deficits which amounted to Rs. 40 crores 
during the years 1931-32 and 1932-33. The deficit had to 
be met by additional taxation amounting to Rs. 22 crores, 
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salary cuts and retrenchment. The railway finances were 
also thoroughly unsatisfactory as shown by the fact that the 
railway surplus which amounted to 7 8 crores in 1928-29 
totally vanished in 1930-31 and there was a huge railway 
deficit amounting to Rs. 25 crores during the period ending 
31st March, 1932. During this period the railways ceased 
to make any contribution to the general revenues. Provincial 
finances were also in a parlous condition. 

(e) Currency Exchanges and Banking: — Reference has 
already been made to the controversy regarding the over- 
valuation of the rupee during the depression period. The 
fall of prices by giving a setback to our exports increased 
the difficulties of the Government in maintaining the rupee 
ratio at Is. 6d. sterling. But with the commencement of the 
large export of gold following the departure by Great Britain 
from gold standard in Septe.nber, 1931, the situation under- 
went a remarkable change and the rupee-sterling exchange 
remained firm with the support of plentiful supply of sterling 
against exports of gold. 

As regards Indian banking, while the country was 
spared the shock of a banking crisis as in U.S.A., the effects 
of the depression on the banking business were reflected in 
the fall in the amount of cheques cleared from Rs. 2,038 
crores in 1929 to Rs. 1,577 crores in 1932-33 and Rs. 1,619 
crores in 1933. Bank deposits, however, remaied steadly 
round about 215 crores owing among other factors to the 
lack of free investment of floating funds and the transfer of 
part of the proceeds of gold exports to banks. Money rates 
came down as the depression deepened from an average bank 
rate of 6-33 in 1929 to 3 50 in 1933, as a result of the slump 
in business, low level of commodity prices and the pressure 
of floating funds in the money market. 

II. Recovery {partial) Period {April 1933 to August 
1937). 

The table on page 747 indicates the price trend in the 
period of partial economic recovery which became notice- 
able from April 1933 and lasted till August 1937. 
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The course of general prices in this period may now be 
reviewed. The Calcutta index number of wholesale prices 
having touched the bottom level (82), in March 1933 steadi- 
ed itself thereafter and stood at ^ in December 1933. 
January 1934 saw an improvement by 1 point which was lost 
in the succeeding month, while in March there was a fall 
to 88. During 1934-35 the price level generally fluctuated 
within a margin of 2 points from this level, the changes being 
more often in the upward direction. January 1935 was, 
however, an exceptional month and saw a sharp rise by 6 
points from 88 in the preceding month. This advantage 
was only temporary and was due to speculative rise in the 
price of cereals and oilseeds. Thereafter there was a 
relapse and in April 1936 the index number stood at 90. 
Later there was a limited recovery and in April 1936 the 
index rose to 94. Subsequently there was a quicker recovery 
of prices which advanced by as much as 11 points by August 
1937, when the Calcutta index attained its maximum at 105. 



Table VII 

Index Numbers of Wholesale Prices in Calcutta by Groups of Articles. 

Prices in July, 1914 = 100. {April 1933 to August 1937). 
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Price Recovery in India and Abroad Compared 

This brief review of the course of general prices in 
India in the partial recovery period shows that the rise of 
prices in India was very slow and painful and occasionally 
received setbacks. This stands in marked contrast with the 
continuous upward movement of the price level in some 
leading countries of the world as the following Table shows : 

Table VIII 


1929=100 


Average 

India 

Calcutta. 

U.K. 

U. S. A. 

Australia. 

Japan. 

1933 

61. 7 

75. 0 

69. 3 

78. 2 

81. 6 

1934 

63. 1 

77. 1 

78. 7 

81. 6 

80. 8 

1935 

64. 5 

77. 8 

83. 9 • 

81. 5 

84. 4 

1936 

64. 5 

82. 7 

84. 8 

85. 6 

89. 9 

1937 

72. 3 

95. 2 

90. 6 

91. 9 

108. 4 

1937 Aug. 74. 5 

79. 5 

91. 8 

95. 4 

107. 0 


Prices in India followed a more or less parallel course 
to those in the United Kingdom and U.S.A. uplo March 1933 
when the lowest level was reached as compared with 1929. 
The rise thereafter was not, however, comparable, the highest 
point attained by the Indian index being about 75 in August 
1937 as compared with 97 5 in the United Kingdom and 
91 *8 in U.S.A. in the same month. During the first three 
years of the recovery the rise in the prices of commodities 
in which the Indian farmer is interested was very slow and 
halting. It is only from the middle of April 1936 that 
prices showed a definitely upward trend. 

Rectification of the disparity between Agricultural and 
Industrial prices 

The following Table shows that there was a gradual 
rectification of the disparity between agricultural and 
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industrial prices which was particularly marked after the 
middle of 1936. 


Table IX 

Calcutta Index Number Series, (1914) 

(1914 = 100) 

Percentage fall in prices as compared with September 1929. 



Exported Articles. 

Imported 

articles. 

March 1933 

51 

27 

December 1933 

45 

25 

December 1934 

43 

27 

December 1935 

36 

27 

December 1936 

32 

30 

March 1937 

29 

25 


The prices of imported manufactured goods thus adjust- 
ed themselves more or less to the level of raw materials 
exported, as shown by the fact that the level of export prices 
was only 29 per cent below in March 1937 as compared with 
25 per cent in the case of imported articles with 1929 as the 
base. The rapprochement between the two blades of the 
price scissors had a beneficial effect on the economic condi- 
tions of an agricultural country like India. 

Causes of the (partial) recovery of prices: — 

(a) General recovery : — India in common with the rest 
of the world shared in the gradual economic recovery and 
the rise of prices, which was in evidence in 1933 and which 
gathered momentum in the years that followed despite the 
disturbing forces generated by the growing political and 
economic nationalism. In 1936 the world definitely emerged 
from the parlous conditions of the great depression, and 
progress was kept up till April 1937 when the forces of 
recovery received a setback owing to the advent of what is 
popularly known as the ‘ recession.’ The causes of the 
world recovery were: the gradual depletion of stocks of 
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primary commodities, the regulation of production under 
various restriction schemes, the devaluation of the gold bloc 
currencies and adoption of measures for national recovery, 
including cheap money policy. The consequential rise in 
prices became striking during the first half of 1937 owing to 
the influence of heavy expenditure on armaments in many 
countries, which gave a stimulus to the heavy industries and 
had an exhilarating effect on the general economic situation 
by stimulating investment and greater employment. 

(b) Economic Recovery of India: — India followed 
the general world trend towards recovery. The course of 
her recovery, however, was somewhat different from that of 
other countries, owing to her special conditions and her 
predominantly agricultural character in spite of her indus- 
trialization in recent years. India’s prosperity depends 
more on the prosperity of her agriculture, and what concerns 
India most is the rise in the price of agricultural products 
and the snapping of the disparity between the price levels of 
agricultural and industrial commodities. Although the 
improvement of agricultural prices began somewhat pre- 
viously it was only during 1936-37 that there was an 
appreciable rise in prices of Indian agricultural products. 
Prices even in that year were, however, much lower in the 
case of most commodities than in 1928-29. The marked 
improvement in 1936-37 was chiefly the result of the general 
recovery in the world demand for primary commodities and 
raw materials and the armaments boom. 

Effect of the partial recovery of prices : — 

(a) Agriculture: — It has already been pointed out that 
the recovery of agricultural prices in India was very slow 
and uneven. Until the middle of 1936 the improvement in 
the economic condition of the agriculturist was not satis- 
factory. The situation, however, showed a welcome change 
about the middle of 1936, partly owing to the more rapid 
advance of agricultural prices and partly owing to the 
narrowing down of disparity between the agricultural and 
industrial prices. The enhanced purchasing power of the 
ryot was reflected in increased imports and rise in the per 
capita consumption of cloth which stood at 15*54 yards in 
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1936-37 as compared with 13*49 yards in 1930-31. While 
tlicre was thus some improvement, mucli leeway iiad to be 
made* up even in August 1937 when the price recovery 
reached its maximum, as the prices then current were very 
much below the 1929 level. 

This period is marked b> the adoption ol several 
measures for assisting agricultural recovery, such as regula- 
tion of moneylending, debt relief schemes, establishment of 
land mortgage banks, improvement of .agricultural market- 
ing, village uplili, etc. While these measures gave a limited 
relief to the agricultural j)opulation they were not compar- 
able with the far bolder and compreliensive measures adopted 
in other countries, esj)eeially in l .S. A., and there was 
considerable agitation in the country for devaluation ot the 
Rupee with a view- to raising prices to a remunerative level. 
It may be atlded that the tiovernmen! of India convened a 
(irop Planning Conference in 1^^3 k but no tangible results 
have so far materialised. 

(b) Industries : — The hr.-l tleiinilt' signs of an upward 
movemeut of industrial conditions made llieir aj>pearance in 
India during ov afltT the year 1932 as in the case of other 
(’ountries of the Sterling group. Pioduction in all tlu* 
industries except coal recorded considerable increases. The 
largest increase was in the case of sugar, next largest being 
in the case of cotton piecegi>ods. Oment, iron and sleek 
paper and jute manufaelures also registered substantial 
increases. The factors favourable to industrial develoir- 
nieiit which had made tlu'ir appearance during the depression 
period continued to operate during the period of partial 
recovery and siMved to neutralise the depressing effect of the 
low purchasing power of the agriculturist. With the pro- 
nounced upward trend of agricultural prices, the revival of 
foreign demand for agricultural staples and the increased 
purchasing pow('r of the agriculturist, in the early months 
of 1937 there w^as in evidence a great activity in the various 
commodity and share markets. Optimism and confidence 
pervaded the business community leading to the familiar 
symptoms of the trade cycle, namely, speculation and over- 
Irading. This is shown by the fact that the Index number 
of industrial ordinary shares which had dropped to 66 in 

F. 7 
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1931-32 rose to 117 in 1936-37 and stood at 137 in March 
1937. 

The recovery of industrial prices and profits led to a 
demand for higher wages and restoration of wage cuts and 
caused a recrudescence of labour troubles in Bombay, 
Ahmedabad, Cawnpore, Madras and other industrial centres. 
Wage increases were in some cases granted in 1938 on the 
recommendations made by Labour Enquiry Committees 
appointed by Provincial Governments. 

(c) Trade, (i) External Trade: — India’s foreign 
trade, especially the export trade, experienced a considerable 
recovery praticularly in 1936-37, although as compared with 
1928-29, the pre-depression year, exports still lagged behind 
by nearly 40 per cent and imports by 50 per cent. I’he 
following Table brings out the effects of the recovery on 
India’s foreign trade: 

Table X 

Value of Sea-borne Trade in total merchandise including 
Government Stores. 


Year 

Imports 

Exports 

JNct Exports 

Set ExpcrtvS 
of Gold. 


Rs. 

Rs. 

Rs. 

Rs 

1952-33 

13502 

136*07 

+ ro 

+ 05 

19.33-34 

117,31 

150-23 

+32,92 

+ 57,05 

1934-35 

134-59 

115*04 

+20*45 

+ 52-54 

1935-36 

131*43 

164-29 

+ 29-86 

+ 37-35 

1936-37 

125*24 

202*37 

+ 77 13 

+ 27-85 


The trade balance which had been reduced to a negli- 
gible figure in 1932-33 showed a welcome revival, and 
although gold exports still continued they showed a steady 
contraction. 

(ii) Inland Trade : — ^The inland trade also shared in 
the . betterment of agriculture and industry. The recovery 
is reflected in an increase in the total quantity of the main 
commodities of the inland trade from 628 million maunds 
in 1933-34 to 737 million maunds in 1936-37, as also in 
goods traffic earning of Indian railways. 
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(d) Public Finance: — Tliere was a welcome financial 
recovery in the public finances of India during the recovery 
period. The year 1934-35 and the subsequent years were 
marked by surplus budgets. Even the railway finances 
turned the corner in 1936-37 and showed a surplus of net 
receipts over interest charges for the first time after several 
years. Provincial Budgets also shared in the general eco- 
nomic improvement. 

(e) Currency, Exchange and Banking: — The currency 
and exchange situation during the recovery period was 
characterised by the stefjfiiness of the Rupee-Sterling 
exchange, thanks to the increasing favourable balance of 
trade and the continuous exports of gold. The rujiee ratio 
controversy which had abated for some time flared up again 
with the devaluation of the currencies of the Gold bloc. An 
unsuccessful attempt was made to secure devaluation of the 
rupee in the Central Legislature with a view to raising the 
level of agricultural prices in India. 

The increase in business and prices stimulated by the 
recovery resulted in the expansion of note circulation from 
Rs. 168*73 in June 1936 to 196*14 crores in August 1937. 
The advances of the scheduled Banks also showed a sub- 
stantial increase from Rs. 95*05 crores to Rs. 122*56 crores 
in April 1937. Clearing House returns in April 1937 were 
85 per cent larger than during the same month in the pre- 
vious year. The Bank rate, however, remained unchanged 
at 3 per cent. 

///. Recession Period. 

September 1937 to August 1939 

Recession of prices: — The table on page 755 
indicates the recession in prices in India following 
the recession in business conditions in U.S.A. and other 
countries of the world about the middle of 1937. It 
has already been shown that the Calcutta index reached 
its highest point of 105 in August 1937. There- 
after, in sympathy with the general fall in commodity prices 
it steadily declined and reached its lowest point of 94 in 
April 1938 and remained unchanged till June 1938, a fall 
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of 10*2 per cent. Troiri July 1938 to January 1939 the 
index was steady at 95. In February 1939 the index rose 
to 98 but slightly receded to 97 in March, The average 
index for 1938 was 95 as compared with 102 in 1937, a 
fall of 7 per cent. Most of the groups of articles taken for 
the Calcutta index registered declines in 1938 as compared 
with 1937, the largest being under raw cotton, a drop of near- 
ly 25 per cent. Hides and skins declined in value by 21 per 
cent and wheat by 19 per cent. Prices of raw jute and jutt‘ 
manufactures declined by 12| per cent and 72- per cent and 
those of tea, cotton manufactiJhes and oilseeds by 10 per 
cent, 9 per cent and 8 per cent respectively. On the other 
hand, sugar prices appreciated by 29 per cent mainly on 
account of the shortage of the sugar crop in 1938. Thus 
most of the items included in the Calcutta index registered a 
decline in 1938, the largest being mostly under primary 
commodities such as raw cotton, wheat, raw jute, lea and 
oilseeds. It rtiay he mentioned, however, that the prices of 
raw jute and jute manufactiir(‘s rose sharply in the first lew 
months of 19.39 following an agreement among the jult^ mills 
regarding hours of work and a large order for sand -hags 
from the Cniled Kingdom. 

As regards the ccujrse of commodity prices from Apiil 
1939 to August 1939 (/.e., before the outbreak of the wai), 
it may be poitited out that tlicre was only a slight rise as 
shown by the fa<’t that tlie (Calculi a index, which stood at 97 
in March 1939, ros(‘ to 101 U\ May, hut lost 1 point in th(* 
following two months, so tlial it stood just at the same level 
(100) as in the last pre-war year 191d. The uncertain 
Fairopean siluatinn and the " shadow " war, however, hamper- 
ed sustained recovery. 
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1939 April ... 81 92 170 12.5 109 100 80 90 86 62 101 83 63 141 88 124 100 

1939 May ... 83 94 174 133 113 103 SO 82 82 67 99 80 61 141 91 121 101 

1939 August ... 83 96 162 14o 114 101 -SO .57 79 64 97 90 63 142 93 121 100 
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The Course of prices in India, United Kingdom and United 
States 

The following table gives index numbers of wholesale 
prices in India, the United Kingdom and U. S. A. during 
the recession period: 


Table XII 
1929::=rl00 


Year 

India 

United 

Kingdom 

U. 8. A. 

1937 July 

73*8 

97 G 

92-2 

1937 August 

74-5 

97-5 

91-8 

1937 Average 

72*3 

95*2 

90G 

1938 January 

702 

94-3 

84-9 

1938 April 

66-7 

90*3 

82-6 

1938 December 

67*4 

86*1 

80-8 

1938 Average 

67'6 

8S'8 

82-5 

1939 March 

68- 1 

84*6 

80-5 


The reversal of the general price trend, of which the 
first sign was the sharp break in raw material prices in the 
spring of 1937, found expression in the wholesale price 
indices in most countries. Prices continued to fall on the 
whole until late in 1938, in conformity with the price move- 
ments in the world markets. Except for the peculiar cir- 
cumstances of sugar, raw jute and jute manufactures noticed 
above, prices in India, the United Kingdom and U. S. A. 
moved more or less in a parallel direction, although the 
maximum and minimum price levels did not always coin- 
cide in point of time. 

Disparity of Agricultural and Industrial Prices: 

The process of rectification of the dissimilarity of agri- 
cultural and industrial price movements in the partial re- 
(;overy period was once again disturbed during the recession 
period. This is shown by the fact that during this period 
the export price index (1914=100) came down from 88 in 
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August 1937 to 68 in February 1939 as compared to the 
import price index, which declined from 83 in September 
1937 to 73 in February 1939. This confirms the thesis that 
the prices of primary commodities are more sensitive to 
cyclical fluctuations tlian the prices of finished goods. In 
this respect primary commodity prices behave much as the 
prices of equity shares do; the movements of both reflect 
not only the de facto situation, but as it is expected in the 
near futur(‘. The greater fall of agricultural prices natural- 
ly entailed a deterioration in the barter terms of trade of 
agricultural countries like India and an improvement in 
those of industrial countries during the economic recession. 

Caus<"s of Recession of Prices : 

The most important factor responsible for tlie setback 
to prices in India was the sharp recession of prices of pri- 
mary commodities, which commenced in L'. S, A. about 
April 1937 and which gathered momentum as the year wore 
on. The sudden reversal of the upward trend in business 
conditions was caused by the unhealthy conditions created 
in the markets by large orders for forward delivery by 
industrial and other consumers of raw materials under influ- 
ence of a feeling of nervousness regarding future shortage 
of raw materials supplies. The recession was caused by 
the inevitable pricking of the bubble of speculation combin- 
ed with other factors, such as the gold scare in U. S. A., 
the warning uttered by President Roosevelt that prices were 
rising too fast and too high, the impact of the British 
National Defence Contribution Budget in 1937, the restric- 
tions placed on credit facilities by Banks and the relaxation 
of restriction schemes under boom conditions. With the 
reversal of the boom in the world markets for primary com- 
modities, the prices of most Indian staple products declined 
very sharply. The downward trend in India was accen- 
tuated by the prolonged Sino- Japanese hostilities which 
seriously curtailed the trading capacity of India’s principal 
customer for cotton. 

Fortunately, the recession did not culminate into a 
major depression as in 1929 and it appeared to be receding 
from June 1938. This is partly explained by the adoption 
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of policy of moiictiiry (wpaiiision and of iiun ai^ed public 
CAptiuiiluir all o\ei’ ihc world, especially in I . S. A., and 
secondly, because of ihe huge expenditure on armaments 
which helped lu jnainlain economic activity. At the same 
lime, the ''shadow'’' war, thus endangered, deej)ened the 
feeling of lau'vousness and uncertainty regarding the future 
aiid thus hampered economic recovery in the period pireced- 
irig tlic outbreak of the present \var. 

The Effects of Recession of Prices : 

(a) Agriculture : — As during tht‘ previous depression, 
llit‘ fall of prices in the recess on period adversely affected 
the income and the purchasing power of the Indian agricul- 
turist, es})ecially in cotton and jute traels, and revived the 
entire seqiunce of the adverse economic reactions on rural 
economy previously described. The distress in the rural 
areas, however, w^as less acute than during the prt'-vious 
depression, as firstly, the price decline was not as steep as 
during the Great Depression and secondly, the adoption of 
certain Debt Relief and other ameliorative measures, pre- 
viously indicated, had given a limited relief to ihe rural 
community. On the whole, how^ever, there was a setback 
to the economic conditions of the agricubural population. 

(b) Industries : — The progress of industrial recovery 
in the earlier period was marred by the advent of the reces- 
sion. Industries resisted the downward movement for some 
time, but after October 1937, when the world conditions 
deteriorated further, the resistance of most Indian industries 
gave way and they succumbed to the geiu*ral depression in 
the commodity and share markets. The setback in the 
industrial share market is indicated by the drop in the index 
of industrial shares from the highest level of 138 in March 
1937 to 100 in June 1938. Industrial prices and profits 
also sagged, although industrial production was not affected. 
Indeed, excepting sugar and jute, it was at a higher level, 
and in many cases attained a record figure. An upward 
movement in the commodity markets and on the stock ex- 
changes was noliceable at the end of June 1938 following 
t‘arly signs of recovery in U. S. A. and the Ignited King<h)m, 
but the improvement was not maintained, the tense interna- 
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tional situation being one of the depressing factors. The 
same factors militated against a sustained recovery in the 
first eight months of the year 1939 prior to the outbreak of 
the war. The economic situation was worsened by the 
depression in the prices of wheat and coffee and the difficul- 
ties of the cotton textile industry, which had been experienc- 
ing one of the worst slumps owing, among other reasons, to 
over-production, additional taxation and increased cost of 
living. There was generally a dull feeling in the industrial 
share market with the exception of the iron and steel shares, 
which were steady owing to sustained production in the 
industry. 

(c) Trade (i) External Trade : — The following table 
indicates the position of the overseas trade of India (exclud- 
ing Government transactions and Burma which was separat- 
ed from British India as from April 1, 1937) during the re- 
cession period ; 


Table XIII 
In crorcs of Rupees. 


Year 

Imports 

Exports 

Net exports Net exports 
dise 

1936-37 

141-10 

1 92-29 

+ 51-19 

+27-86 

1937-38 

173-33 

182-21 

+ 15-88 

+ 16-34 

1938-39 

151-79 

169-35 

+ 17-56 

+ 13-05 


The overseas trade of India in 1937-38 compared with the 
previous year showed an expansion in imports and was ac- 
companied by a decrease in exports with the result that the 
net exports of private merchandise declined from Rs. 51 
crores to Rs. 17.5 crores. It is well known that imports lag 
behind exports in the case of Indian trade and the larger 
increase in the volume of India’s total exports after the trade 
recovery started in the year 1936, led to the larger imports 
in the year 1937-38. The figures for the year 1938-39 
clearly bring out the effects of the recession on the foreign 
trade of India. The total value of India’s foreign trade in 
F. 8 
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private merchandise declined from Rs. 363 crores in 1936- 
37 to Rs. 322 crores in 1938-39 mainly in consequence of 
the recession of business activity and the consequent shrink- 
age in the world trade. The fall of as much as Rs. 41 crores 
in exports was a result of the reversal of the boom condi- 
tions in the primary markets of the world and was aggravat- 
ed by reduced purchases of Indian cotton by Japan; while 
the fall in imports was caused by the smaller purchasing 
power in the hands of the agriculturist. The larger decrease 
in imports improved the trade balance by a couple of crores 
as compared with the previous year. The net exports of 
gold also showed a decline. The net visible balance was 
thus considerably reduced. 

(ii) Inland Trade : — The inland trade, which had in- 
creased in volume in the last few years received a slight 
check in 1938-39 when it stood at 781 million maunds as 
compared to 785 million maunds in 1937-38. 

(d) Public Finance : — Despite the recession of trade 
and prices the Central Government succeeded by means of 
economies in administration, limited increase in taxation, 
the postponement or abandonment of schemes involving ex- 
penditure and in presenting a series of balanced budgets. 
The railway budget also continued to show a surplus, 
although the surplus in 1938-39 was Rs. 139 lakhs below 
the previous year. Provincial budgets, however, showed a 
deficit of Rs. I crore in 1938-39 and Rs. 1,13 crores in 
1939-40. 

(e) Currency, Exchange and Banking : — The wide 
fluctuations in the trade of an agricultural country like India 
subject its exchange relationship with the outer world to a 
strain. Alternately there is stress on the upper and lower 
exchange peg depending on the upswing and downswing of 
the trade cycle. This thesis was illustrated in the recession 
period when, owing to the cumulative effect of the decline 
in the exports of merchandise and of gold, there was an 
adverse reaction on the course of the rupee-sterling exchange, 
which declined to the statutory lower point of Is. 5 If d. in 
the first week of June 1938. This stimulated an unsuccess- 
ful attempt to secure a revision of the rupee ratio. Follow- 
ing the improvement in India’s trade balance the exchange 
remained steady. 
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The recession was responsible for a net return of cur- 
rency to the extent of Rs. 14.75 crores in 1937-38 and of Rs. 
9.62 crores in 1938-39 as compared to the net absorption 
of currency of Rs. 23.04 crores in 1936-37. 

Money rates eased off in consequence of the decrease 
in the trade demand, and the low commodity price level in 
the recession period and short-term money was unlendable 
even at \ per cent. The Bank rate remained throughout at 
the low level of 3 per cent. (Hearing House returns decreas- 
ed from Rs. 2,051 crores in 1937-38 to Rs. 2,012 in 
1938-39. 

IV. War Period. 

{September 1939 to Octolyer 1940.) 

The table on page 763 indicates the price trend and 
the wide variations in general prices during the war period 
from September 1939 to October 1940 for which figures are 
available. 

Upward Swing in Prices: 

Although wholesale commodity markets had shown a 
slight uj)ward trend during the beginning of the year 1939, 
it was not until the outbreak of the war in September 1939 
that there was any substantial rise in the general commodity 
price level. In common with most other parts of the world 
the outbreak of the war was followed in India by a general 
rise in commodity prices. The Calcutta index number of 
wholesale prices recorded a rise from 100 in August 1939 
to 114 in September 1939, the first month of the war. The 
prompt initiation of price control by Provincial Governments 
in exercise of powers delegated to them by the Central Go- 
vernment under the Defence of India Ordinance, arrested 
the upward trend in the markets for some time, but it re- 
appeared in the form of increased speculative demand for 
all staple products. The rise which began with intense 
speculative activity in the jute market communicated itself 
rapidly to cotton, cereals and other sections of the market 
and the index number rose from 118 in October to 131 in 
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November during which month the commodity markets deve- 
loped a strong bullish tendency. Irregular movements were 
in evidence in December, but despite occasional setbacks 
prices generally continued at a higher level than in the pre- 
vious month. Speculation was rampant and prices attained 
a fresh peak during the earlier part of the month, having 
risen from 131 in November to 137 in December. 

Break in Prices: 

Having reached their peak in January 1940, prices, 
somewhat unexpectedly, came down month by month during 
the first six months of the year 1940 to such an extent as to 
adversely affect economic conditions in the country. A 
considerable part of the rise in prices which had followed 
the outbreak of the war in September was thus lost. The 
process of adjustment between the difi'erent markets and the 
different parts of the price system, which had begun in 
January 1940, continued in February and the Calcutta index 
number which had dropped to 130 in January declined fur- 
ther to 126 in February. During the early part of March 
there was a limited revival of optimism but the markets were 
unable to get over the depressing influence of other factors, 
and by the end of March the Index number had fallen to 121. 
With the worsening of the war situation in April and the 
loss of Continental markets there was a sharp downward 
trend of prices and in some cases they almost reached pre- 
war levels. The Calcutta index number revealed a steady 
fall and stood at 117 in May and 114 in June and July. 
Since August 1940 there has been a limited recovery of 
prices as shown by the fact that the index number gradually 
moved and stood at 121 in October 1940. 
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Fluciuations in Individual Commodity Prices: 

During the first four months of the war there was a 
feverish rise in the prices of several commodities. Between 
August and December 1939 the price of raw cotton doubled 
itself, the index number rising from 64 to 122. The index 
for cotton manufactures rose from 97 to 135 during the 
same period. Raw jute and jute manufactures showed even 
greater rise, owing to the demand for sand-bags from the 
British and French Governments, from 57 and 79 in August 
1939 to 130 and 172 in December 1939 respectively. 
Thereafter, as already mentioned, prices registered heavy 
declines and the general index of prices stood at the low- 
est level in Juse 1940. The following table indicates the 
wild fluctuations in commodity prices during the year from 
30th June, 1939 to 29th June, 1940. 


Table XV 



Price 

as 

at 

Peak 

price 

Price 

im 

a 


30-6 

-1939 

for 1939 h 

10 

29-6- 

•1940. 


Rs. 

as. 

P. 

Rs, 

as. 

p- 

Rs. 

as. 

P. 

(>)tton (Broach per candy) 

ICO 

0 

0 

327 

0 

0 

156 

0 

0 

Jute (Tops per maund) 

9 

4 

0 

19 

8 

0 

11 

0 

0 

Paddy (Burma) per 100 baskets 

101 

0 

0 

127 

0 

0 

122 

0 

0 

Wheat (per maund) 

2 

2 

9 

3 

9 

3 

2 

7 

9 

Groundnuts (per candy) 

26 

0 

0 

31 

0 

0 

24 

0 

0 

Tea (per lb.) 

0 

10 

11 

0 

12 : 

10 

0 

10 

2 


The above table illustrates the steep oscillations in the 
prices, especially of cotton and jute and the break in prices 
after having reached peak levels towards the beginning of 
1940. 

Prices in India, United Kingdom and United States of 
America 

The following two tables illustrate the effects of the war 
on the commodity price levels in India, the United Kingdom 
and the United States of America: 
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Table XVI 

Index Numbers of Wholesale Prices. 

192Sh^lOO 



Calcutta 

The United 
Kingdom 

Tbe United Sts 
of America 

1939 August 

71 

86 

79 

1939 September 

81 

92 

83 

1939 October 

84 

97 

83 

1939 November 

93 

104 

83 

1939 December 

97 

107 

83 

1940 January 

92 

no 

83 

1940 February 

89 

113 

82 

1940 March 

86 

113 

82 


Table XVII 

Weekly Index of Wholesale Prices in India (Economic 
Resources Board), and of United Kingdom and United States 
of America. (Bank of England’s Index Numbers). 

Base: Week ending 19th August, 1939=100. 


Week ending 

India. 

United Kingdom. 

United States. 

January 6, 1940 ... 

139.3 

127.3 

iJ9.6 

April 27, 1940 ... 

125.0 

134.0 

117.0 

May 25, 1940 

120.8 

135.1 

115.0 

June 29, 1940 

110.3 

137.7 

110.3 

July 27, 1940 

112.2 

138.2 

106.8 

August 24, 1940 ... 

110.4 

138.3 

102.9 

September 28, 1940 

111.1 




It will be seen from the two tables that while the outbreak 
of the war was followed by a general rise in commodity 
prices in all the three countries, variations in the index num- 
bers of the wholesale prices in India have been more erratic 
than those in the United Kingdom and the United States of 
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America. As already observed, the Calcutta index number 
of the wholesale prices having reached its peak in Decem- 
ber 1939 began to sag. It is only during the last few months 
that a limited recovery of prices is in evidence. On the 
other hand, tk# index number of prices in the United King- 
dom shows a steady, continuous upward trend of prices. It 
is interesting to note that while during the eight months of 
1939 preceding the outbreak of the war, the wholesale 
prices in the United Kingdom rose by only 0*6 per cent, 
during the last four months covering the war period, the 
rise was 24*5 per cent. During the first twelve months of 
the war the average level of wholesale prices of commodities 
as measured by the London Times index number rose by 
37'6 per cent from 114*5 (1913—100) on August 30 to 
157*5 on August 30, 1940, which was the highest price level 
attained for ten years. On the other hand, taking the 
Calcutta index number series with 19]4=:::=:100 as the base, 
it is found that the index number having reached the peak 
level of 137 in December 1939 slumped heavily and came 
down to 114 in June 1940. Since then there has been a 
gain of only 7 points as stated above. As regards the price 
level in U. S. A. the price index indicates a smaller rise than 
both in India and the United Kingdom. It also shows a 
recession as in India since January 1940 though it is not so 
steep as in India. 

Disparity of Agricultural and Industrial Prices : 

The following table shows index numbers of prices 
based on the declared values of Indian exports and 
im})orts: 

Table XVIII 
1927-28=100 



Exports 

Imports. 

April 1939 

54 

68 

July 1939 

60 

66 

February 194p 

83 

81 

April 1940 

76 

89 

July 1940 

72 

82 
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It will be seen that the war, by raising agricultural 
})rices of staple agricultural commodities in India during the 
earlier period, almost bridged the gap between agricultural 
and industrial prices as measured roughly by the declared 
values of exports and imports. Owing to the slump in 
prices during the second half of the war period the gap has 
again been widened to the disadvantage of agricultural ex- 
port prices as in the previous depression ( 1929 — 33) and the 
recession (1937 — 39) periods. This has brought about once 
again the worsening of the barter terms of trade betw^een 
India and the industrial countries. 

(Ajuses of wide variations of the price level in India during 

the war period : 

(i) The upswing in prices {September 1939 to Decembi^r 
1939) : — Following the outbreak of the war commodity prices 
look an upward trend owing to the belief that the intensification 
of economic warfare meant brighter prospects for Indian 
industries and agriculture. The acceleration of the export 
movement following the increased demand for Indian 
produce, the decline in imports owing to greatly increased 
insurance costs and the difficulty of obtaining freight, 
domestic buying for profiteering or for providing for future 
shortage, holding back of supplies for high prices, specula- 
tive operations in the markets and the general optimism both 
as regards the future trend of commodity values as well 
the volume of offtake were the principal factors which 
account for the jump in prices during the first four months 
(September 1939 to December 1939) of the war period. 

(ii) Downivard trend of prices: — (January 1940 to 
Jul} 1940) : — The causes of the sudden reversal of the upward 
trend of prices from January 1940 to July 1940 may now 
be indicated. In the first place, there was the inevitable 
reaction to the excessive speculative activity during the first 
four months of the war. In the second place, the prompt 
institution of price control, fears of increased Government 
control of prices and rumours of a possible scheme for 
prohibiting or regulating ‘ futures ’ markets had a depress- 
ing influence on the price level, In the third place, the 

F. 9 
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publication of the Excess Profits Tax Bill on the 27ih 
January, 1940 acted as a bear factor and led to a further 
drop in commodity prices. During May and June follow- 
ing adverse war developments in Europe and the virtual loss 
of the estire European market to India with the exception 
of Great Britain, the prices of the principal export 
commodities fell precipitously and in some cases touched 
the pre-war level. Underlying this reversal of the price 
trend were other contributory factors, such as freight 
difficulties, restrictions on exports and exchange control 
essential for the prosecution of the war, and crop prospects, 

a liberal jute crop. Finally, as Sir James Taylor, 
Governor of the Reserve Bank of India, pointed out in his 
speech at the last Annual General Meeting of the Share- 
holders of the Reserve Bank held on Sth August, 1940, the 
withdrawal of more than Rs. 40 crores of value from the 
credit structure of the country and its locking up in useless 
metal has undoubtedly been one of the most important 
contributory factors to the dislocation in the up-country 
bazaar trade on which the prosperity of the country so 
largely depends. If dealers do not take up their usual stocks 
of commodities but lock away their money instead, prices 
must slump and trade come to a standstill. 

Slow Recovery of Prices : 

Since August 1940, as indicated above, there has been 
a slight recovery of commodity prices as shown by the up- 
ward movement of the Calcutta index number from 114 in 
June and July 1940 to 121 in October 1940, which was, 
however, several points below the peak reached by it in 
December 1939. It appears that after the unsettlement 
created from January to June Indian business activity has 
resumed its upward course. Intensification of India’s war 
effort under the guidance of the War Supply Department of 
the Government of India has been a bull factor for the 
market. Efforts are being made to harness India’s economic 
resources to the task of making her a great arsenal for 
supplying the equipment for the military forces engaged in 
the war. The decisions of the Eastern Group Conference, 
which has recently concluded its sessions, and the efforts of 
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the Roger Mission are expected to have a beneficial effect on 
the economic and the industrial development of India and 
on the level of commodity prices. The revival of business 
confidence with improvement in the war situation and the 
modifications of the policy of price control followed by the 
Government are other factors which account for the partial 
recovery of prices. The gradual reduction of the stocks, as 
the last harvest is being sold out, has also had some influence 
in contributing to the upward trend. The expansion of 
Indian industries as also the efforts that are now being made 
for finding alternative markets for Indian staples point to the 
possibility of a further recovery of prices in thenar future. 

Price Control : 

In this connection we may briefly review the price 
control measures and policy of the Central and Provincial 
Governments during the war period. On the 8th September, 
1939, in exercise of the power conferred by the Defence of 
India Ordinance, the Central Government delegated to 
Provincial Governments its authority to control prices. The 
control of prices was limited to necessaries of life like food- 
stuffs, medical supplies, kerosene oil and cheap qualities of 
cotton cloth. The maximum price fixed for them was to be 
not less than 10 per cent above their price prevailing on 
September 1, 1939. Later in the same month the Central 
Government amended its original notification so as to provide 
for increases in the cost of production or landing costs in the 
case of imports in calculating the maximum price. The 
prices of imported commodities other than medical supplies, 
salt and kerosene oil could not be regulated except with the 
previous permission of the Government of India. Wisely 
enough price control was made applicable to prices at each 
of the stages of the wholesale and retail trade. Several 
Provincial Governments accordingly initialed price control 
measures on the lines prescribed in the Government of India’s 
Notifications. Under a subsequent Notification dated 25th 
May, 1940, issued by the Government of India, which 
superseded earlier notifications, the basis of price control 
was made more elastic than under the earlier arrangement. 
The provision for fixing the maximum price at a figure not 
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less than 10 per cent above the ruling price at the same stage 
on 1st September, 1939, was deleted. This is a welcome 
modiification of the price control mechanism since pre-war 
prices can be a guide and a standard only for a limited 
period after the commencement of the war. The equity of 
price control is best secured by relating prices to costs and 
by providing that costs are determined by a careful scrutiny. 
The Provincial Governments were to exercise their power in 
accordance with such instructions as might be issued to them 
from time to time by the Government of India. Their power 
was limited to controlling prices at which the articles specified 
in the schedule might be sold in a market other than the 
primary wholesale markets. A further Notification issued 
on 19th June, 1940, empowered Provincial Governments to 
prohibit the withholding from sale either generally or to 
specified classes of persons goods kept for sale. Early in 
1940 two officers were appointed by the Government of India 
to watch the influence of speculation on the prices, especially 
in future markets, of jute and cotton in Calcutta and Bombay 
respectively. Provincial Governments appointed special 
officers to administer price control measures. 

For example, the Government of Bombay appointed a 
Controller of Prices for the City of Bombay early in 
December 1939. Later all the District Magistrates were* 
appointed as Controllers of Prices for their districts and 
were instructed to publish for the information of the public 
fair price lists of wholesale and retail prices prevailing in 
the chief markets in their districts. The Controlh'r of 
Prices, Bombay, has also been publishing such weekly fair 
price lists for Bombay City. 

One of the measures adopted by the Government of 
Bombay to check profiteering by the retailers of grains was 
to start a number of Government grain shops in diff erent 
parts of Bombay City. At these shops grain is being sold 
at fair prices, without any profit except for an addition to 
cover working expenses. An advance of Rs. 1,40,000 was 
sanctioned by the Government for this purpose. The in- 
creasing sales at these shops show that they serve a real need 
of the public. The prices charged at these shops, even where 
they do not make sales to sections of the public, serve as a 
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price guidance lo the public and are a - deterrent to 
profiteering. 

Price Control Conferences : 

The Central Government convened two Conferences of 
representatives of Provinces and States in October 1939 and 
January 1940 to examine the working of the price control 
measures so far adopted and to consider the line of future 
action. It was considered desirable to have a uniform 
administrative machinery in Provinces and Slates. It was 
agreed that if and when control of prices in the wholesale 
markets became necessary, this task should be assumed by 
the Government of India, whilst the task of controlling prices 
in the secondary markets and at the retail stage should be 
left to Provinces and States. 

Pros and Cons of Price Controls 

The price control policy of the Government has been 
the subject of a long controversy in the country. In favour 
of price control it may be said that its prompt introduction 
was necessary to check the wild wave of profiteering which 
ran through the country during the first week of September 
1939 and which was not justified as stocks were normal and 
(lie transport facilities were working smoothly. An indis- 
criminate rise in prices throws the price mechanism out of 
gear, raises the cost of living, creates discontent, and upsets 
the whole structure of national economy. It is, therefore, 
necessary for the Government to regulate prices in public; 
interest so as to maintain supplies and services essential to 
the life of the community. 

Some of the objections to price conliol taken by the 
business community as represented by the Chambers of 
Commerce have been met by the amendments of the earlier 
Notifications noticed above. While the business community 
favour price control in order to check real profiteering, they 
do not think it desirable to control agricultural prices. It is 
argued that the Indian cultivator, who has suffered during 
the last decate from the depressed level of agricultural 
prices, should not be denied an opportunity of reaping a 
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just profit from his produce and of paying off his debts and 
improving his economic condition. The interests of the 
cultivators should not be subordinated to those of the vocal 
section of consumers who have reaped a benefit from the 
low cost of living during the last decade. Should the cost of 
living during the war rise, this class could legitimately ask 
for dearness allowances. It is essentially a case of securing 
defered justice to the cultivator. It is noteworthy that in 
France agricultural prices were exempted from control of 
prices. It has been further argued tliat while the war conti- 
nues the rise in prices generally and of essential commodities 
in particular is inevitable. At any rate, so far as the export- 
able goods are concerned there cannot possibly be any justi- 
fication for controlling prices of exports which are governed 
by the international price level. While no objection can be 
taken to price control in order to deal with profiteering, the 
latter must be carefully distinguished from legitimate 
profitearning, especially in the case of the large body of 
cultivators. It is only when a commodity is sold to 
consumers at a {nice which has no relation to its replace- 
ment cost that price control is desirable. Allowance must 
also be made for changes in demand and supply of the 
commodity in question since the outbreak of the war. The 
new Notifications issued by the Government of India may be 
said to go a long way in meeting these objections. Anyway, 
as prices have slumped heavily since last January and in the 
great majority of cases are finding their natural level, the 
necessity for strict price control has been considerably 
lessened. Our survey of the price trends in India during 
the last decade has shown that while there has been a limited 
price recovery from the depths of depression, it compares 
unfavourably with the price recovery in other countries. It 
is, therefore, very essential that a further healthy and ordered 
rise in the prices of important staple commodities, such as 
wheat, rice, raw jute, cotton, oilseeds, etc., should take place 
in order to raise the purchasing power and the earning 
capacity of the agriculturist. This may be said to be the 
central problem of Indian economy to-day. We fully 
endorse the opinion expressed by Dr. T. A. Gregory, Eco- 
nomic Adviser to the Government of India, that a rise in the 
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price of exportable produce should be welcome as it meant 
more spending power which will benefit industry and render 
easier the collection of taxes by the State. It is only when 
the rise is so great as to lead to social discontent that the 
interest of the cultivator must give way to the paramount 
interest of the State in the successful prosecution of the war. 
Judging from the remarks made by the Commerce Secretary 
to the Government of India on a Resolution in the Council 
of State in March last (to the effect that no action should be 
taken to arrest the normal rise in the prices of agricultural 
produce), it appears that there is a change in the attitude of 
the Government or at any rate hesitation to proceed with 
price control. It a{)pears that it is not the policy of the 
Government to control prices of the agricultural produce at 
the primary stage until prices had gone up to a legitimate 
extent. So far the Government of India have not thought it 
necessary to put a stop to the rise in prices. It may be 
added that the general trend of opinion expressed at the two 
Price Control Conferences convened by the Government of 
India was in favour of leaving agricultural prices free to 
follow' their natural course up to a point. 

Effects of FluctiMitions in Prices during the War Period 

We may now examine the effects produced by changes 
in the price level during the w'ar period. 

(i) Agriculture : — Following the sharp rise in the 
prices initiated by the war, high hopes w^ere entertained 
regarding improvement in the prospects of the Indian agri- 
culturist. It was thought that the cultivator would be able 
to wipe off his debts and make better profits after a prolonged 
and trying period of depression. It was hoped that the 
Co-operative Movement, which had been suffering from the 
incubus of heavy overdues would be relieved of that burden 
and would thus receive a welcome stimulus. Actually, the 
cultivator did not derive a substantial benefit even when 
prices were high during the first four months of the war as 
he had already parted with his produce. After the new 
harvested crops came into the market it was only for a few 
weeks that commodity prices ruled high enough to confer any 
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tangible benefit on the cultivators who did not wait for still 
higher prices. The subsequent slump in prices has adverse- 
ly affected the purchasing power of the agriculturists and 
led to a deterioration of the economic conditions in the rural 
areas as shown by the reduced domestic demand for mill 
cloth. The limited revival of prices, which is in evidence 
during recent months, is to be greatly welcomed. At the 
same time the present agricultural situation is causing 
considerable anxiety owing to the accumulation of stocks ol 
raw materials, like cotton, oilseeds, jute; and Government are 
being urged to take steps to deal with the problem of surplus 
stocks and of finding alternative markets for Indian agri- 
cultural staples in lieu of those closed during the war. 

(ii) Industries : — The change brought about by the 
outbreak of war in the economic situation was also conspicu- 
ous in the sphere of Indian industry where the depression 
prevalent at the beginning of the year in such major 
industries as jute was virtually transformed into prosperity. 
The contraction of imports, the war orders of the Government 
and the general rise in prices were expected to stimulate 
industrialization of India and to ensure high industrial pro- 
fits. Indeed, for a while, the stage seemed to be set for a 
widespread industrial boom. This was reflected in the rise 
of the index number of industrial securities from 98.5 in 
August 1939 to 130 in the last month of the year. While 
the war has undoubtedly given a stimulus to the industrial 
development of India, thanks to the war effort of the newly 
created war departments like the Supply Department, the 
earlier hoi>es were not destined to be fulfilled. The reces- 
sion of prices, the decrease in the demand in the rural areas 
for industrial products, the difficulties regarding imports of 
machinery, essential stores and accessories, the increase in 
the cost of production (partly due to grant of dearness allow- 
ance to workers), the levy of the Excess Profits Tax and the 
difficulties of exporting manufactured goods from India, are 
some of the factors wffiich have militated against rapid indus* 
trialization. Even the jute mill industry which has consi- 
derably benefited from the war demand, is not doing well as 
shown by the heavy fall in the prices of raw^ jute and jute 
manufactures and the curtailment of production. Apart 
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from the loss of some of the important export markets the 
initial heavy rise in the price of jute manufactures has stimu- 
lated the process of resort to substitutes like cotton bags 
especially in U. S. A. The production in the textile indus- 
try was actually less in the year 1939-40 than during the 
previous year. The plight of the sugar industry is well 
known. It is suflering from over-production and lack of 
export markets. The deterioration of the industrial situa- 
tion is reflected in the decline of the index number of indus- 
trial shares from its peak of 130 in December 1939 to 109 
in August 1940. In recent months a certain amount of indus- 
trial recovery has taken place. There has recently been in- 
creased consumption ol home-grown cotton by the textile 
industry, which has received fresh Government orders for 
the Army in th(' Middle East. The new defence programme 
is responsible for the upward swing in the production of 
steel and pig-iron. The production of paper has also reveal- 
ed a welcome increase. 

There are indications of returning confidence. The 
growing war effort of India for her own defence and her im- 
portance as the central source of supply for the Empire, 
as also the assurance given by the Commerce Member that 
essential industries started during the war would be protect- 
ed against unfair competition after the war, may be taken 
as jx)inters which revive hopes of expansion of industries and 
of upward trend of industrial prices and profits. This is 
to some extent indicated by the revival of prices of indus- 
trial products like jute and cotton manufactures and the 
steady undertone in the industrial share markets. 

(c) Cost of living i — The rise in wholesale prices, es- 
pecially during the earlier period of the war, has naturally 
affected retail prices and the cost of living, and this has creat- 
ed a demand for dearness allowances. A large number of 
industrial disputes occurred in the country on this account 
and dearness allowances have already been granted to 
workers in some industrial centres to neutralise the rise in 
the cost of living, which is shown by the increase in the 
Bombay Working Class Cost of Living Index Number 
( 1934=100) from 106 in September 1939 to 114 in January 
1940. The Index Number dropped to 110 in April. It 
F. 10 
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rose thereafter to 114 in August, but came down by 2 points 
in September 1940. The rise in the cost of living has been 
checked to some extent by the price control measures already 
mentioned. 

(d) Trade: (i) External Trade : — The outbreak 
of the war in Europe in September 1939 changed the 
Indian trade position. The export movement was accele- 
rated, while imports declined owing to greatly enhanced 
insurance costs and difficulty in obtaining freight. The 
following table compares the foreign trade for the five 
months preceding and the seven months following the war 
with corresponding periods of 1938-39 : 

Table XIX 


In Crores of Rupees. 



April to 

August 


Sei'teiiiber to March 


Imports. 

Exports. 

Balance 
of trade. 

Balance of 

Iinpoits. Exports. Trade. 

1938-31) 

59.59 

66.17 

•f6.56 

92.21 

103.06 -1-10.85 

1939-40 

70.10 

77.13 

-f7.03 

94.62 

136.50 -1-41.88 

Percentage 17.6 
charge. 

16,6 

6.8 

2.6 

32.4 28.0 


The total foreign trade in merchandise during the year 
1939-40 increased by 17’6 per cent to Rs. 178’34 crores, 
while the balance of trade recorded a rise of Rs. dR.OO 
crores. The total exports rose by 26 per cent from Rs. 
169.35 crores to Rs. 213.62 crores mainly owing to increas- 
ed demand for Indian produce and rise in prices that fol- 
lowed. The exports of Indian merchandise showed an in- 
crease under jute manufactures, raw jute, raw cotton, wool 
and tea. On the other hand, exports of grain, pulses, flour 
and oilseeds declined. The improvement in the exports 
was made up of a rise of about 20 per cent in the price 
level and 4 per cent in quantum. The total value of im- 
ports rose by 8'51 per cent to Rs. 164'72 crores. Most 
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of the items showed increases of which oils rehorded the 
largest amount. On the other hand, imports of machinery 
of all kinds and iron and steel declined. The import prices 
increased by 6'4 per cent and the quantum by 2 per cent. 
Thus the figures showed that the cessation of trade with 
Germany was more than neutralized by the extension of 
trade elsewhere. 

The figures of the Foreign Trade of India for the five 
months ending August 1940 show that the total exports of 
merchandise amounted to Rs. 82.51 crores as against Rs. 
73.63 crores in the corresponding months of the previous 
year. The increase in the value of exports may be attribut- 
ed partly to the increased offtake of the United Kingdom 
and partly to the higher level of prices. Total imports of 
merchandise during the first five months of the financial year 
1940-41 amounted to Rs. 65.59 crores as compared with 
Rs. 74.52 crores in the corresponding period of the previous 
year. Exports during the five months ending August 1940 
showed decreases under most of the items including cotton, 
tea, and raw jute. The only item to record a substantial 
increase was jute manufactures. Under imports most of 
the items showed increases of which oils recorded the 
largest amount. On the other hand, sugar, machinery, and 
cotton yarns and manufactures showed decreases. It is 
noteworthy that while exports of Indian merchandise in 
August 1940 were higher by Rs. 0’85 crore as compared 
with the previous month, they showed a decrease of Rs. 1.65 
crores as compared with August 1939. Imports into India 
during August 1940 were Rs. 1.28 crores less than in July 
1940 and Rs. 3.77 crores less than in August 1939. This 
shows the deterioration in the foreign trade position in August 
1940 as compared with the corresponding month of the pre- 
vious year, and illustrates the effects of the loss of the Conti- 
nental markets. 

(ii) Inland Trade : — The quantity of Inland Trade in- 
creased from 760 million maunds in 1938-39 to 808 million 
maunds in 1939-40, the highest since 1933-34. The im- 
provement in the inland trade is also shown by the increase 
in the total gross earnings of State-owned railways from 
Rs. 94.36 crores to 97.96 crores, the highest since 1929-30, 
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and in the total number of wagons loaded from 72 lakhs to 
75 lakhs, the largest recorded since 1928-29. 

(e) Public Finance : — The reactions of price fluctua- 
tions on Public Finance duiing the war period may now be 
briefly indicated. The most obvious effect is the levy of the 
Excess Profits Tax on war profits accruing from the higher 
level of commodity and industrial prices and larger demand 
for certain articles for the prosecution of the war. The 
second is the increase in railway fares by 1 anna in the 
Rupee applicable to fares exceeding a rupee and in goods 
rates by 2 annas in the Rupee as from last March 1940. This 
was justified by the Government on the ground that there 
were big uncertainties of expenditure, and revenue, e.g., the 
railways might be called upon to grant increased wages to 
their workers owing to rise in the cost of living and pay 
higher prices for coal and other materials. The rise in the 
price level and the brisk demand for their services offered 
them an opportunity of building up a reserve for absorbing 
the shock of diminished earnings, when the demand fell. 
The rise in prices also affected the cost of modernisation of 
the Army in India and generally the military expenditure 
ajpart from large direct increases in it. Besides the levy of 
Excess Profits Tax imposed to balance the Central Budget 
and the increase in Railway rates, the Central Budget for 
the year 1940-41 provided for an increase in the excise duty 
on sugar from Rs. 2 to Ks. 3 per c‘wt. and in the import duty 
on motor spirit from annas 10 to annas 12 per gallon. The 
Supplementary Budget introduced in November 1940 an- 
nounced a surcharge of 25 per cent on Income-tax rates and 
increase in Postal rates. Sir Jeremy Raismaii, the Finance 
Member, arguing in favour of additional tax increases dur- 
ing the course of his budget speech in March 1940, referred 
to the increase in the taxable capacity brought about by the 
war. The subsequent slump in prices has, however, weak- 
ened the force of this argument. Besides additional taxa- 
tion, Defence loans were recently floated by the Government 
of India. 

(0 Currency^ Exchange and Banking (i) Currency \ — 
The fluctuations in prices during the war have affected the 
currency and exchange position. The active average 
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circulation of notes increased from Rs. 196*14 crores in Sep- 
tember 1939 to Rs. 250*47 crores in June 1940, the highest 
figure on record. It declined to Rs. 228*67 crores at the end of 
October 1940. The earlier increase was due to increased 
trade activity in India and rise in prices which followed the 
outbreak of the war. The subsequent decrease indicates the 
effects of the slump in prices and the recession of business. 
The total amount of currency absorbed in 1939-40 amount- 
ed to Rs. 59.53 crores as against a contraction of Rs. 9.62 
crores in 1938-39. The addition was made up of an absorp- 
tion of Rs. 10-08 crores of rupee coin and Rs. 49.45 crores 
notes respectively. This was the largest absorption of cur- 
rency excepting the year 1918-19 when it amounted to Rs. 
94.20 crores. We have already noticed the large with- 
drawal fjf rupee coin and its adverse effects on the price l(‘vel 
Vi India. 

(//) Exchange : — The lupee-sterling exchange has re- 
gained steady owing to the increase in the value of exports 
and the larger trade balance and this has enabled the Reserve 
Hank greatly to extend the external assets of currency by 
large purchases of sterling securities against expansion of 
currency. On the other hand, measures of exchange control 
which have been introduced during the war, havc^ had a cer- 
tain degree of adverse reaction on ex})orls and commodity 
j>rices. 

{Hi) Banking : — Although the iminecliale reactions of 
the war on money rates and bank deposits were somewhat 
adverse, the situation soon afterwards eased, especially after 
the reduction in the Bank of England rate from 4 per cent 
to 2 per cent. Money rates have tended to be easy follow- 
ing the expansion of note issue and rupee coin by the 
Reserve Bank of India against large purchases of sterling 
and considerable purchases of Treasury Bills. The Reserve 
Bank of India Rate has remained unchanged at 3 per cent. 
All this shows that unlike the last war, the present war has 
not had adverse effects on the money market. As a result 
of the war and the higher prices prevailing, the advances of 
scheduled banks increased from Rs. 109.71 crores in Sep- 
tember 1939 to Rs. 153.77 crores in April 1940. They 
declined to Rs. 103.08 crores at the end of October 1940. 
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The increase in the Clearing House returns from Rs. 2,012 
crores in 1938-39 to Rs. 2,308 crores in 1939-40 also illus- 
trates the welcome effect of the war on Indian banking. 
The monthly Clearing House returns which reached their 
peak of Rs. 289.59 crores in December 1939 declined to 
Rs. 140 crores in July 1940 in consequence of the slump 
in prices and business activity. 

Conclusions : 

(i) General \ — The foregoing sui*vey of Indian price 
level trends during the last decade and their effects on the 
country’s economy may now be brought to a close. In 
genera], it may be said that the whole decade 1929-40 was a 
period of depressed prices for the agriculturists, barring 
short intervals, such as 1936-37, or again, the first four 
months of the present war period. The depressed slate of 
the price level coupled with the disparity between agricul- 
tural and industrial prices has adversely affected the econo- 
my of an agricultural country like India, and has served to 
focus attention on some of its vulnerable features, such as 
her dependence on foreign markets for the sale of her 
agricultural staples and hei predominantly agricultural 
character. Even before the war India’s position as a com- 
petitor in the world markets had been seriously weakened. 
During the present war the loss of some export markets has 
further intensified the weakness. This clearly shows that 
sustained effort should be made to bring about increased 
consumption of raw materials in the country itself by 
stimulating industrialization. Pending the realization of 
these efforts, it is necessary for the Government fully to ex- 
plore the possibilities of extending India’s export trade with 
the Empire and non-Empire countries by entering into suit- 
able trade agreements. It may also be added that the 
effects of the Eastern Group Conference and the Roger 
Mission should be mainly concentrated on the industrializa- 
tion of the country so that a lasting benefit will accrue to 
India even after the war. 

The predominantly agricultural character of her eco- 
nomy exposes India to grave risks of fluctuations of prices, 
especially in times of depression, which greatly affect the 
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fortunes of the Indian agriculturist who lives on the margin. 
While agriculturists all over the world are in a weak posi- 
tion to resist a fall of prices as compared to industrialists, 
the Indian agriculturist is peculiarly vulnerable in this 
respect. 

The Government should pursue steadily a policy of 
improving the earning capacity and of keeping up the pur- 
chasing power of the agriculturist. To this end, measures 
such as the improvement of the machinery for marketing 
agricultural produce, relief of rural indebtedness, develop- 
ment of subsidiary industries, land improvement etc. may 
be steadily pursued. The advisability of fixing minimum 
harvest price should also be considered, as these are unduly 
depressed owing to the heavy selling pressure on the market. 
It is also necessary for Government to follow an elastic Land 
Revenue policy under which relief in proportion to fall of 
agricultural prices is given to the agriculturist. Legisla- 
tion to ensure similar relief in respect of the rent of land 
is also necessary. 

The discussion of the efl'ects of fall of agricultural 
prices in India shows how it totally unsettles the entire eco- 
nomic life of the country and indicates the need for main- 
taining the purchasing power of the agriculturist. While 
we cannot insulate our economy and render it immune from 
external price disturbances, we should nevertheless strength- 
en it in various directions. This indicates the urgent need 
for a comprehensive scheme of economic planning for 
India. 

It may be suggested that in so far as price fluctuations 
are inevitable, the Governnuml should adopt a progressive 
j)olicy of capital expenditure on public works like roads, 
canals, railways, housing, forest develo})ment, etc., during 
periods of economic depression, taking full advantage of the 
prevalent low money rates and floating funds in the money 
market by borrowing for such expenditure, which has a large 
scope, having regard to the undeveloped condition of the 
vast rural areas in the country. While such a policy has 
its financial and other limitations, it may be pointed out 
that so far it has not been properly explored as in other 
countries. It is also necessary that the Reserve Bank 
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should follow a monetary policy aiming at a suitable price 
level, 

(ii) Price Situation during the ivar : — So far as the 
present situation caused by the slump in prices during the 
war period is concerned, a few suggestions may be offered. 
In the first place, the price control policy of the Government 
should be limited to controlling profiteering and care should 
be taken to see that it does not check the rise of agricultural 
prices. In the second place, the Government must speedily 
devise, in co-operation with the business community, a 
scheme for tackling the problem of the surplus stocks of 
agricultural staples which at present arc exercising a depress- 
ing influence on prices. 

It appears that Government is at present considering 
the problem of surplus agricultural production with special 
reference to jute, raw' cotton, groundnuts, and wheat. It is 
thought tliat if the prices of these can be stabilised at a 
reasonable level, it is possible that other commodities may 
find their own level without any undue depression of the 
price. Crop-planning or crop-restriction schemes have 
been advocated, but it is by no means easy to enforce this 
remedy in the conditions of Indian agriculture. Voluntary 
guidance may, however, be to some extent useful. 

We may suggest for the consideration of the Govern- 
ment purchases of agricultural staples by them, both on 
their own behalf as also on behalf of Great Britain, purchases 
of some of the Indian agricultural staples on the lines of 
recent purchases of Egyptian cotton by the British Govern- 
ment or of w^ool clip in New Zealand and South Africa by the 
same authority. 

Government should make an effort to stimulate exports 
by giving, under certain conditions, financial aid to the ex- 
port trade and may, in that connection, consider a 
scheme of exports credits organisation as in the United 
Kingdom. 

A vigorous drive for finding alternative markets for 
Indian agricultural staples is essential, as also the immediate 
establishment of industries like the vegetable oil industry 
so as to ensure increased internal consumption of some of 
the industrial raw materials. 
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SYNOPSIS 

In this Paper an allemut has been made to examine with the 
help of index numbers of prices variations in the level of commo- 
dity prices in India roughly during the last decade, i.e., from the 
first onslaught of the Great Depression in September 1929 to 
October 1940. The decade of prices has been divided into four 
main periods: (i) Depression period (September 1929 to March 
1933); (ii) Recovery (partial) period (April 1933 to August 1937); 
(iii) Recession period (September 1937 to August 1939); and (iv) 
War period (September 1939 to October 1940 for which statistics 
are available). Each of the four price periods has been examin- 
ed with reference to the general course of commodity prices in 
India, the variations in the prices of individual commodities, the 
relation between agricultural and industrial prices, and the com- 
parative price movements in India and foreign countries. The 
causes of these? price phenomena are analysed both with reference 
to world factors and special factors in operation in India. The 
effects produced by the changes in the price level on the different 
facets of the country’s economic life relating to Agriculture, Indus- 
tries, Trade — External and Internal — Public Finance, Currency, 
Exchange and Banking have been considered. 

Except for a limited recovery of the price level I^efore the 
recession of 1937-8 set in and the sudden spurt in prices during 
the first four months of the war, prices have generally remained 
depressed during the last decade. The principal conclusion reach- 
ed as a result of the analysis of the price structure and price move- 
ments during the last decade is that Indian economy is particularly 
sensitive to a fall of prices owing to the predominantly agricul- 
tural character of tlie country and the disparity between 
the cyclical movements of agricultural and industrial prices. 
India’s dependence on world markets for the disposal of her surplus 
agricultural production is responsible for the instability of her 
export trade, which periodically depresses the price level in India, 
following a drop in the prices of agricultural products in the 
world markets. This has very adverse reactions on the balance of 
trade, the maintenance, of which, at a fairly high level, is essential 
for the liquidation of India’s ‘invisible’ imports, and the stability 
of the Rupee ratio. 

Tlie first g:eneration of Indian economists, like the* late Mr. 
Justice Ranade, pointed out that the economics of an agricultural 
country like India are very unstable. This instability has come 
into marked prominence during the last decade owing to the 
depressed condition of commodity prices in general and agricultural 
prices in particular. 

The purchasing power of the agriculturist, who is the backbone 
of the country, is the decisive factor which makes or mars the 
F. 11 
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economic fortunes of the country. A setback to his purchasing 
power acts as a depressing factor throughout the entire economic 
structure of the country. Economic policy in India has, therefore, 
to be so planned as firstly, to counteract the impact of a price fall 
on her agricultural economy and secondly, to establish an even 
balance between agriculture anj industry, thus fortifying the 
country against cyclical forces operating on the price level in the 
world markets. Suggestions have been offered for achieving 
these objectives of economic policy. The hectic course of prices 
during the present war has been analysed, the special problems 
created by the slump in nrices since January, 1940, after initial 
sharp upward trend, have been briefly discussed, and the line of 
possible approach to the solution of the problems indicated. 
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PRICES IN INDIA BETWEEN THE 
TWO GREAT WARS 


BY 

Dr. R. K. Buan, M.A., Ph.D. (London), 

Jammu and Kashmir State. 

The world price level, including that of India, 
experienced phenomenal changes during the period after 
the War. The post-war boom was followed by a collapse in 
prices and the fall continued, though slowly, for some time 
till it gained a huge momentum during the period of the 
Great Depression. Slow recovery set in after 1933. This 
period thus affords a very interesting study of a price fall. 
The general characteristics and consequences of a fall in 
prices, viz., the upheavals caused in the contractual relations 
entered into a number of ways in the process of production, 
consumption, exchange and distribution, the problems of 
adjustment of wages and the social and economic problems 
created, let alone the psychological effects and its reper- 
cussions on economic factors, are of profound importance. 

In this superficial study we will mainly interest 
ourselves in the disparities in price structure rather than 
the general price movements. The comparison of price 
indices is obscured by the fact that the methods adopted in 
the selection of material, averaging and weighting are not 
uniform. They give a general vision of the trends, however. 
In the ca.se of India, the Calcutta index is considered most 
reliable, though its variations are not the same as those of 
other indices. 

The post-war period after the boom of 1920 showed a 
steady fall but a precipitate decrease took place from 1929. 
The Indian indices reached a lower point than those of most 
other countries; the percentage decline between peak 1929 
and March 1933 was much higher in this country than in 
almost all others. The recovery from 1933 onwards has 
been slower in the case of India. Some of the price indices 
are given below: — 
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wholp:sale price indices of certain countries 

PRE-WAR BASE 


Countries. 

Peak in 
1929. 

Low point 
of depres- 
sion. 

March 

1933. 

Pei cent 
decline 
peak 1929 
— March 
1933. ‘ 

Netherlands 

147 

72 

72 

51 

Egypt 

125 

70 

70 

44 

Italy 

499 

287 

287 

42 

France 

060 

390 

390 

41 

U. S. A. 

138 

86 

86 

38 

Switzerland 

143 

90 

90 

37 

Germany 

140 

91 

91 

35 

Canada 

154 

99 (a) 

101 

34 

United Kingdom ... 

140 

98 

98 

30 

Australia 

171 

122 

122 

29 

Sweden 

145 

105 

105 

28 

Japan 

172 

111(b) 

134 

22 

India, July 1914 — 

145 

82 

82 

44 


100 . 


Column? H aiul III are identical except in the case of Canada 
and Japan. 

(a) February 19H3 (b) Jnne 1932. 

When we examine the discrepancies in price structure 
and the economic disequilibrium caused thereby during the 
period of price fall, we find that a severer shock was 
received by this country. The main discrepancies may be 
classified as under; — 

(1) Divergences between the prices of manufactured 

goods and raw materials. 

(2) Divergences between the prices of agricultural 

and non-agricultural products. 

(3) Divergences between the prices and cost of 

production, especially in agriculturi* — 
Divergences between prices received by the 
farmer and paid by him. 
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(4) Divergences between the wholesale prices, retail 

prices and cost of living. 

(5) Divergences between export and import prices. 

I. A divergence between the prices of manufactured 
goods and raw materials is inevitable due to a number of 
reasons. There is a greater elasticity of supply in the case 
of finished products than in that of raw materials. The manu- 
facturers maintain large stocks of raw materials as a reserve 
and tend to decrease the demand in the concerned markets 
when the price fall commences, thus accelerating it further. 
It always takes some time for the change in the price of the 
raw materials to get reflected in that of the finished goods, 
since there exists a time interval between the purchase of the 
raw material and the sale of the finished product. Again, 
the high proportion of relatively inelastic items of costs in 
the case of manufactured goods, viz., transport, capital 
charges, labour, taxes, etc., account for the slower movement 
in their prices. As one of the reports of the League of 
Nations says: — 

‘Tf therefore raw material's account for — for instance 
— one third of the total cost of manufacturing industry and 
all other costs remain constant, then a 30 per cent fall in 
raw material prices could ultimately cause only a 10 per 
cent fall in the prices of the final product.” 

A greater fall in raw material prices during the period 
is also attributed to the fact that these loom large in inter- 
national trade and are faced with world competition to a 
greater extent than the products of manufacturing industries 
enjoying more or less a sheltered position. Moreover, the 
restriction of production, which was possible in the case of 
manufactures in contrast with the inability of the primary 
producers in this behalf raised unit costs of manufacture. 

Again, the decrease in loans from creditor to debtor 
countries, the latter being mostly primary producers influenc- 
ed the latter adversely. 

Examining this disparity in the case of cotton and jute 
in India we find it increased particularly during the period 
of Great Depression, as is revealed by the following 
indices : — 
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DISCREPANCY IN THE PRICES OF RAW COTTON & JUTE 
<fe THEIR MANUFACTURES RESPECTIVELY 


Price indices of Price indices of 


Y'ear. 

Raw 

G^tton. 

Cotton 

manufac- 

tures. 

Jute 

Disparity. Raw jute manufac- 
tures. 

Dis- 

parity. 

1928 

no 

99 

90 

105 

123 

117 

1929 

100 

100 

100 

100 

100 

100 

1930 

62 

87 

140 

66 

72 

109 

1931 

57 

77 

135 

51 

62 

121 

1932 

63 

74 

117 

47 

61 

129 

1933 

55 

71 

129 

43 

63 

146 

1934 

50 

72 

144 

41 

63 

154 

1935 

53 

73 

138 

53 

61 

115 

1936 

61 

69 

113 

53 

52 

98 

1937 

61 

73 

120 

59 

55 

93 

1938 

46 

06 

143 

51 

51 

100 


Note: — Disparity is measured by dividing the price index of manu- 
factored goods by the price index of raw materials. 

It may be that the eiTect of protection on cotton manu- 
factures was also responsible for the relative increase in their 
prices, but these indices indicate clearly that the Indian 
agriculturist had to sell the produce at a lower i)rice and buy 
his requirements at a higher price and that a price fall 
affected his interests adversely from two sides. That the 
disparity should be greater in the case of jute, India’s 
monopoly, is rather a sad commentary on the position of the 
jute producer with respect to the manufacturer. 

II. A logical corollary of the divergence indicated 
above is the one pertaining to agricultural and non- 
agricultural products. Broadly speaking, agriculture is a 
mode of living rather than a mere source of livelihood. A 
farm cannot be so easily closed as a factory. The farmer 
feels constrained to allow a price fall to the point when the 
produce can be demanded under changed conditions. The 
rigidity of distributing costs has been illustrated by the 
U.S.A. Department of Agriculture, which is pathetically comic. 
During the depression the selling prices in cities of certain 
bulky farm products fell below the cost of transportation 
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and packing, so that the producer in the distant areas 
received not only no return but a bill for excess costs. The 
sensitiveness of agricultural prices is further increased by 
their being not only staples of international commerce but 
of speculative exchanges, which arc themselves highly 
responsive to all changes in monetary and business condi- 
tions. Again, most of the agricultural products being raw 
materials, changes affecting finished products are immediate- 
ly reflected on them. 

The time intei^val which must elapse between the sowing 
of the crops and the price realization is also an important 
factor to be reckoned in a period of falling prices. The 
increase in the real burden of indebtedness, again, gives a 
sharper edge to the price fall. 

With reference to the U.S.A. Prof. Thomsen has 
observed : — 

When prices cliangc, the percentage rise or fall in 
farm prices nearly always is much greater than the 
percentage rise or fall in retail and wholesale prices . . . . 
If the farmer receives 30 cents of the consumers’ dollar, a 
10 p.c. reduction in the retail prices (10 cents), when taken 
from the farmer’s 30 cents, represents a 33*3 per cent decline 
in farm prices.” Thus he calculates that the whole burden 
of price fall (10 cents out of 100 cents) would be trans- 
ferred to the producer. 

After examining the available statistics in India 
(Bombay Labour Gazette food price index compared with 
general wholesale price index, export with import indices 
or the harvest prices with their quotations in wholesale 
markets) the disparity is established during both the periods 
of depression and upswing. 

III. The discrepancies mentioned above lead us to the 
consideration of one of their fundamental causes, viz., the 
divergence between prices and costs of production in agri- 
culture during the post-war period. From a purely 
theoretical point of view it can be said that when relative 
price and costs do not harmonize in any line of production, 
it is indicative of maldistribution of the factors of produc- 
tion and justifies their redistribution. Since agriculture is 
much too irresponsive to all these inherent self-adjusting 
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forces, the discrepancy between costs and prices manifests 
itself. During the last Great War, there was a rise in the 
agricultural costs and prices, in several cases much to the 
advantage of the producer. The deflation of 1920-21 turned 
the balance against him. The great depression set in when 
the farmer was already feeling overwhelmed with the 
difficulties involved in the adjustment of costs to prices. 
This stale of disequilibrium is clear from the statistics 
published by the League of Nations. 

The position of the farmer as a purchaser and a seller 
is dependent not only upon the nature of the products and 
their demand but also upon general factors such as 
commercial, fiscal and monetary system of his country. 
Under free trade conditions he may be able to take advantage 
of lower prices on imported goods and may even be able to 
sell some of his products at a 1 airly reasonable price. On 
the other hand, those <'ounlries which produce agricultural 
commodities for a world market and at the same time 
consume manufactured commod ities, enjoying protection, 
suffer from a disequilibrium in price level. During this 
period India could come in th(‘ latter category and thus 
suffered badly. 

The statistical tables relating to farm accounts in the 
l^injab during the period of depression, compiled by the 
Board of Economic Inquiry, Punjab, clearly show that— 

(a) The fall in prices and the comparative inelasti- 

city of expenditure resulted in a considerable 
diminution of net income, making it negative 
in certain cases. The fall in prices in 
different commodities was not uniform. 

(b) Even on the Risalewala Government farm, the 

net income in 1930-31 was reduced to one- 
quarter of what it was before the Great 
Depression and in 1934-35 it was only a half 
of that. 

(c) Though before the depression the gross and net 

incomes per acre in canal-irrigated areas 
were higher than in the well-irrigated areas, 
the depression upset the balance in 1930-31. 


F. 12. 
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(d) In farms cultivated on Batai system an unequal 

and heavier burden was imposed on the 
tenants by the fall in prices. The farm 
accounts for 1930-31 observe ‘'"The net in- 
come of the landlord was only about 44^ per 
cent of the average net income of the previous 
four years; in the case of tenants it was only 
about 1/lOrh.” Though the recent accounts 
indicate a general improvement all round 
and a closing up of the gap in favour of the 
tenant, a great h‘eway has to be made up yet. 

(e) The distress c,aused to the agriculturist is indi- 

cated by the figures relating to cultivated 
lands, mortgaged and redeemed, the formei’ 
showing an increase and the latter a decrease 
during the worst depression years. 

The report of the Bengal enquiry on rural indebtedness 
( 1935) referring to a number of families in 16 districts 
calculates that between 1928 and 1933 the income decreased 
by 48 per cent only, the average family surplus became a 
negative quantity and the average debt figure increased by 
67 per cent. 

All these examples indicate the detrimental effect of 
tlie ''price scissors” to the agriculturist. 

IV. Retail prices lagged behind wholesale prices, 
rhe index for the latter mainly includes competitively pro- 
duced commodities, more susceptible to international 
influences, the speculative market or the monetary factors. 
It is also heavily weighted with semi-manufactured goods or 
war materials, whose prices fell heavily during the period 
of depression. The retail group, generally represented by 
C.O.L. index number is more comprehensive in scope cover- 
ing a number of commodities and services including food, 
lighting, clothing, rent, conventional standard prices such as 
railw^ay or tramw^ay fares. Some of the charges are fixed or 
contracted for long periods of time and others vary very 
little not even with the volume of production; thus their in- 
cidence increases when sales fall off and decreases when busi- 
ness revives. The working of forces affecting these charges is 
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Strictly limited in character and operation; they are national 
or rather regional, in contrast with others which are inter- 
national in scope. 

In the case of agriculture, the existence of middlemen 
minimises the gains of the producer and the consumer in a 
period of price rise or fall respectively. He charges 
consumers the cost of replacement of stock during a period 
of price rise and makes the producer bear the loss due to 
depreciation in the value of his stocks in hand, when beset 
with marketing difficulties. In India defective marketing 
organisation, the absence of storage facilities and the extra- 
ordinary position enjoyed by the middlemen clog the whole 
process of price mechanism. The divergence between whole- 
sale and retail sale prices thus widened during this period, 
for instance, in the case of rice between 1929-30 and 1932-33 
the wholesale price fell by 52 per cent and the retail by 48 
per cent and in the case of wheat between 1929-30 and 1931- 
32 it was 61 per cent and 52 per cent respectively. The 
p. c. disparity between the wholesale prices and the cost of 
living has been worked out below. The disparity in the case 
of India is not very great as compared with other countries, 
ll is probably due to the fad that the cost of living index is 
heavily weighted with commodities (food etc.), which fell in 
price considerably. Due to the poor standard of living of 
the people, manufactured goods cannot loom large in the 
C.O.L. index. 




1929=100 




Is a me oI the 
Country. 

mo 

1931 

1932 

1933 

1934 

1930 

193G 

India 

80-5 

92-2 

88-1 

900 

96-9 

95- 1 

94-1 

United Kingdom 
(Economist) price 
index 

87-2 

78-3 

77* 1 

79-8 

82-r> 

85 

87-7 

United States of 
America 

04*3 

00 

00 

87-4 

92*5 

99-1 

lOl'G 

10f» 

Canada 

91*2 

840 

85*7 

90*4 

95-2 

95-2 

96-r) 

Australia . . 

93-5 

93-4 

970 

99'9 

102-5 

100-7 

103-5 

Germany 

94-4 

91*4 

89-8 

88-8 

9T2 

92-7 

93-9 

Japan 

96-4 

93*2 

97‘2 

101-6 

98-5 

100-9 

102-4 
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This study of die divergence in export and import 
prices is still more interesting from the Indian point of view. 
As already indicated, the agricultural products fell more 
heavily in prices than the industrial ones. The agricultural 
countries sufiered more than the industrial countries during 
the period of price fall. The heaviest fall in industrial 
countries occurred in the case of imported goods (mostly 
agricultural) and in agricultural countries in the case of 
exported goods (mostly agricultural). I’he disadvantages 
suffered by the former due to the fall in industrial produc- 
tion and employment were offset, at least to some extent, by 
the relative gain in the barter terms of trade. The following 
tables give export and import price indices and barter terms 
of trade for a few countries : — 



IMPORT & EXPORT INDICES (IN NATIONAL CURRENCIES) & BARTER TERMS OF TRADE 

(IMPORTS =100) 

BRITISH INDIA UNITED KINGDOM GERMANY U. S. A. CANADA 
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It is evident from the table that the terms of trade 
turned against India during this period, while they became 
more favourable in the case of Germany, the United King- 
dom and the United States of America. In the case of 
Canada, an agricultural exporting country, they became 
more unfavourable. Thus, with the worsening of the terms 
of trade, the Indian national income diminished and the 
evil effects of price-fall got intensified. When recovery 
set in, the terms of trade began to improve in India, but the 
manufacturing countries began to lose the position of rela- 
tive advantage which they had obtained during the depression 
at the cost of agricultural exporting countries. 

How England gained from this disparity is clear from 
a survey of national expenditure in England by A. E. 
Feaveryear ; — 

"In a few cases the apparent increase of consumption 
may be partly accounted for by an increase of waste, which 
often occurs when prices fall. But the improvement in the 
average diet in the year of deepest depression as compared 
with the position seven years earlier is beyond doubt. The 
drawbacks of our dependence upon imported food are often 
pointed out; but in the past two years the much lower level 
of food prices compared with the prices of manufactured 
goods has been one of principal reasons of the comparatively 
happy position of this country. One wonders what might 
have happened in some of the depressed areas of Great 
Britain, had this cheap food been not available.” 

Conclusions. 

The general level of prices in India, which was already 
on a downward move, experienced a precipitate fall, in the 
company of other countries, during the period of the Great 
Depression, and overtook most of them till the trough was 
reached. 

The effects of this fall were made worse by the 
disequilibrium caused by divergences in other prices and 
costs. The prices of raw materials fell more than those of 
the manufactured goods, agricultural prices fell lower than 
non-agricultural, prices of products more than their costs, 
w^holesale prices more than the retail ones, export prices 
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more than the import prices and prices of consumers goods 
more than those of producers goods. 

All these factors conspired together to increase llie 
burden on agriculture and broke the backbone of the agricul- 
turist, already grown slender by the burden of social and 
economic institutions. I'he industrial exporting countries 
tried to ward off the onslaught by a reduction of production 
and benefited by the favourable barter terms of trade. 
But in India, these turn<‘d against her ami added an adfii^ 
tional burden to that of low agricultural prices and inelastic 
costs. There tire however better signs oi recovery, as those 
very factors which jirecipilated the attack got more active 
in their reverse movement. Let us hope that the Indian 
agriculturist wdll react well to the economic forces released 
by the upswung and the spfU’ific measures adopted ior Iii> 
amedioratiori. 



PRICE- LEVEL IN INDIA WITH PARTICULAR 
REFERENCE TO AGRICULTURAL PRICES 


BY 

SiiiTLA Prasad Saksena M.A., B.Coni. 

Of the various economic problems in the country the 
question of prices has received the least consideration. In 
India price records are maintained by the Provincial 
(Governments — mostly prices of important agricultural 
prodce — and published in the Govt. (Gazettes week by week. 
The Director of Statistics and Commerce, Government of 
India, publishes statistics about the value and quantity of 
articles of imj)orts and exports. From these, prices of such 
commodities can be calculated. Agricultural prices in the 
provinces are collected by the juniormost members of the 
revenue staff as a matter of routine. Statistics by the 
Government of India are collected from the trade invoices. 
The present method of collecting price statistics has ihcro 
fore been considered to be far from scientific. There is 
hardly ever any mention of the quality of gain for which 
prices are recorded. Mere mention of the price rates for 
agricultural produce like wheat, rice or cotton is meaningless 
without a fair detail about the specific quality. However, 
whatever statistics are available, they do point out the general 
trend of price level in the country. 

It was really the serious situation created by the out- 
break of the w^ar w^hich focussed public and government 
attention to the problem. In Sepiember-October, 1939, 
speculators and stockists raised commodity prices to un- 
reasonable heights. In the hope of future gains, supplies 
were withheld from the market. Only inferior and adulterat- 
ed qualities were available for the consumers. Profiteering 
was at its worst. As a result of this some of the marts in 
the U.P. were looted in broad day-light. The Govern- 
ment under the circumstances was compelled to take 
immediate action to restore confidence and normal trade 
activities. In the U.P. shopkeepers were ordered to bring 
out the hoarded stocks and not to sell below a particular rate. 
Price control thus came in as a necessary war measure. It 
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may again be noted thatHhis price control was introduced 6y 
an administrative order simply to tide over the crisis and to 
remove the hardship to the convsumers and was not adopted 
as a part of an economic policy of the Government. So fai 
no effort seems to have been made to establish prices and to 
insure a steady income to the cultivators. 

An examination of the price level in India for the last 
three decades points out three distinct periods of high, 
steadily declining and precipitately low prices. The period 
of the last war recorded the peak of rising prices. Then 
came the steady decline which ended with an alnmpl fall of 
price level in tlje depression ])eriod. T he new [irice leved in 
an era of gradual but steady recovery had hardly become 
stable when the present war broke the trend and prices again 
rose violently. This rise in price is being stifled through 
price regulations and price fixation. The serious effect of 
the un-controlled fall in agricultural prices in India can be 
seen from the following table : 

Variations in the Prices of Agricultural Products in 
British India, 1928 — 38.* 
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1928 

133 

159 

142 

100 

167 

134 

139 

100 

1929 

125 

152 

155 

95 

146 

113 

132 

95 

1930 

120 

119 

127 

63 

91 

87 

101 

73 

mi 

78 

89 

82 

49 

83 

67 

74 

53 

1932 

68 

92 

76 

45 

92 

50 

70 

50 

1933 

66 

84 

74 

41 

80 

59 

67 

48 

1934 

69 

84 

94 

39 

73 

51 

68 

49 

1935 

75 

85 

107 

50 

78 

59 

74 

53 

1936 

79 

77 

lot 

50 

89 

70 

78 

56 

1937 

77 

89 

115 

56 

89 

81 

84 

60 

1938 

72 

88 

106 

57 

67 

64 

77 

55 


* Indian Trade Journal, Uth Sep. 1939, p. 1449. 
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It is 16 be noted that in 1933, the general index number 
of prices for agricultural produce was only 67 compared to 
1914 prices, if the prices immediately preceding the 
depression period, say in 1928, are taken as the base, the 
index numbers would show the real depth of the sudden fall 
in agricultural incomes. On the basis of prices alone, the 
fall in the income of the agriculturists was 5% in the first 
y(‘ar, 27% in the second year, 47%, in the third year, 30% 
in ihe fourth year and 52% in the fifth year. The period 
of recovery begins thereaftei-, and up to 1938, by very slow 
degrees, the recovery had reduced the loss of income to 
•15% from the maximum of 52% in 1933. The index 
number still was 55 compared to 1928. In terms of 
j)urchasit)g power it has meant a loss of over one hundred 
thousand millions of rupees to our agriculturists between 
1928 and 1938. It was this loss of purchasing power for 
the four-fifths of the population which spread depression to 
other industries in the country. Even in the face of such 
widespread calamity price control (efiforls to check a fall 
in prices) was not attempted. The eflects of this depression 
and the weakening of the financial position of the people 
<*annot be got over soon unless all efforts are directed towards 
raising the normal income of the agriculturists. What we 
actually find is the reverse of it. Instead of welcoming a 
rise in agricultural prices which would benefit the cultivator 
there is an attempt to check it through price fixation and 
priet^ control. 

There is no op})osition to a price control which aims at 
checking pure s})eculative activities or which seeks to curb 
the tendency of profiteering on the part of stockists cind the, 
retailers. It is objected to only when it is one-sided, fie., it 
checks a genuine rise in prices and leaves them alone in a 
period of falling prices. From the national point of view 
a check to the fall in prices is more important than a control 
of rising prices. 

Price regulation can be brought about only through 
two agencies, namely, the Government and the trade associa- 
tions. The latter do it through a concerted action of the 
manufacturers by regulating the output. The jute industry, 
the coal industry and, now, the sugar industry provide 
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examples of such corporate effoi^s to control prices. In the 
case of our agricultural produce there are no such 
possibilities because our producers are unorganised, numer- 
ous, illiterate and diffused over a wide expanse. Further, 
price regulation through trade associations is open to 
suspicion. Their efforts may be directed to secure the 
maximum profits for themselves in utter disregard for other 
interests and classes. Stale therefore would be the best 
authority to regulate prices in the country. The Government 
should have a Price Control Board which should carefully 
look into the matter. Leaving other factors which affect 
prices, for instance, quantity of money in circulation, inter- 
national trade conditions and the like, there is the permanent 
problem of low prices soon after the harvest which means 
serious loss to the income of the agriculturists. Subsequent 
rise in prices usually benefits the stockists and the big mer- 
chants. Another difficulty may be good harvests in certain 
years. This injures our agriculturists in reducing the prices 
though on other considerations it is quite a welcome thing. 
What is therefore needed is stability of prices between dif- 
ferent parts of the year and in different years, of course, 
within the limits of normal fluctuations. 

Several schemes of improvement and regulation of 
marketing methods through co-operative eflorts or otherwise 
have been suggested and accepted by competent committees 
of inquiry. The Central Banking Inquiry Committee in 
1931 recommended the establishment of godowns and co- 
operative marketing institutions to regulate supjflies in the 
marts and thus stabilise price. 

The U. P. Agricultural Debt Relief Committee (1938) 
also suggested the taking over of entire agricultural produce 
by some organisation for an even distribution throughout 
the year for removing great inequality between the harvest 
and subsequent prices. For want of finances these schemes 
could not be worked upon. This is the time to give effect 
to such recommendations. My special reason lies in taking 
advantage of the present situation. The last moru^tary 
crisis, absorption of silver rupees and such other tendencies 
point to the fact that the ordinary investor is unusually 
cautious in putting his money in banks or even in the form 
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of securities or Government:,currency notes. In one word, 
invisible investments are at a discount. Investible money 
is lying idle and people are really on the look-out for some 
sort of a safe investment. There are chances that money 
may be available against stocks of grain and commodities 
if suitable arrangements can be made to satisfy the investors 
about the safely of money. Investment in the form of build- 
ings and immovable property is another thing which ap- 
peals and, therefore, much needed money may be taken for 
the construction of godowns and warehouses for stocking 
the produce at the harvest time. It may not be necessary 
even to collect money. Only if the Government or some 
other agency, which can command confidence, promises to 
rent these buildings for some time we can hope that people 
will bring out their hoarded or buried capital for invest- 
ment. Further, the total amount of money needed would 
not be much. It would be limited to the margin of discount 
on such advances obtained through banking institutions. On 
a rough basis of 10% to 15% to the total cost of grain the 
entire sur])Ius can be controlled and released in instalments 
according to market conditions. In a scheme like this even 
ihe Government should be interested for reasons more than 
one. It would increase agricultural income and bring about 
general prosperity. It may also help rapid industrialisation 
which the Provincial Government w^ant to |)romote. Govern- 
ment revenue may be regularly collected. Lastly, taking 
war emergency into account, should a crisis develop again 
and there be a shortage of grain in the markets, these 
stores can relieve the tension and defeat the plan of the 
speculators and profiteers. From other considerations too, 
storing of surplus grain would be commendable. 

The present world conflict has introduced another 
period of economic dislocation and uncertainty. The 
problem of prices is at the moment a serious one. In all 
schemes of price control, the interests of the agriculturists 
must in no case be subordinated to those of the more vocal 
elements of public opinion. He has suffered considerably 
during the period of depression and if he is compensated to 
same extent now, the relief is well deserved. 

It is abundantly clear that the economic life of the 
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people is now so closely linked up with that of the rest of the 
world that the country must share the fortunes and reverses 
of other peoples, brought about by price fluctuations. It is 
neither desirable nor possible to isolate our economy from 
that of the world at large. We can, however, direct our 
efforts towards a properly insulated economic system (as 
distinguished from an isolated economy) which will guarantee 
the development of national interests with the minimum of 
conflict with other countries. 



PUBLIC REVfJNUE AND EXPENDITURE IN THE 
UNITED PROVINCES 1921—41 


BY 

B. R. Seth, M.A., Ph.D., 

I).A-V, College, Dehradun. 

The first reformed constitution which gave the Provinces 
some sort of responsible government came into being from 
Isl April, 1921, and the year 1921-22 was the first year 
when the budget of the U.P. Government, instead of being 
passed by the Finance Department of the Government of 
India, was framed by the Finance Department constituted in 
the province under the Reforms Act, and was voted item by 
item by the Provincial Legislature. The financial terms on 
which this province started its career were laid down by the 
Meston Committee, and were known as the Meston Settlement. 
According to this Settlement the province was to pay to 
the Central Government every year a contribution of Rs. 240 
lakhs. The calculation of this contribution was based on 
the increase in the spending power of the province which the 
Committee estimated at Rs. 397 lakhs. The Committee 
hoped that the province would not only have easy financial 
condition in the years to come but would also enjoy 
a period of financial prosperity. This hope of the Committee 
was based on its estimate that normal revenue of the province 
would be Rs. 12 30 crores, its normal expenditure Rs. 10 75 
crores, including Rs. 2 40 crores of the contribution to the 
Government, and its additional spending power Rs. 1*57 
crores. 

The defects of the Meston Settlement are too well known 
to need recapitulation here. It is sufficient to say that the 
above pious hope of the Committee never materialised. The 
period of Reforms opened with a gloomy financial outlook. 
In the very first year of the Reforms not only was the open- 
ing balance of nearly 89 lakhs used up, but the year ended 
with a net realised deficit pf 59 lakhs. The actual revenue 
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for 1921-22, excluding the pontribution of fc. 2 4 crores 
was 10*015 crores and the expenditure Rs. 11*49 crores. 
The province thus started its career with utterly inadequate 
resources. 

The first year was followed by four more years of 
deficits in succession, and by 1925-26 the total progressive 
deficit amounted to more than 3 crores. In 1926-27 the 
Province was, however, able to balance its budget, and in 
1927-28 it made provision for a considerable surplus. 
This was rendered possible by the remission of the contri- 
bution of Rs. 2*40 crores. But tliis did not improv(‘ the 
financial situation for good. During 1927 — 41, it was only 
in four years, that is, 1929-30, 1932-33, 1935-36 and 
1940-41, that the j)rovince could balance its budgets and 
make provision for some surplus. In the remaining nine 
years the province had to face big deficits. In short, out of 
twenty years of the period 1921 — 41, as many as fourteen 
years were years of deficits and only six years were those of 
surpluses. The total progressive deficits amounted to more 
than six crores and the total progressive surplus about two 
crores. In other words, in the last twenty years the pro- 
vincial budgets showed a net progressive deficit of four 
crores. So, judged by the figures of the surpluses and 
deficits this province has been very unfortunate. 

Provincial Contribution 

This misfortune of the province is usually attributed 
to a number of factors. One of them is said to be the un- 
fairly large contribution of Rs, 2*40 crores to the Central 
Government, with which the Provincial revenues were saddled 
from the very first year of the Reforms. The full contribu- 
tion was realised every year up to and including 1924-25. 
In the year 1925-26 the province obtained a remission of 
Rs. 56 lakhs, which was raised to 89 lakhs in the following 
year, and was remitted altogether in 1927-28. The respon- 
sibility of such a heavy imposition for budget deficits in the 
first five years can hardly be denied. In the course of six 
years, that is, 1921 — 27, the province paid to the Central 
Government more than Rs. 13 crores by way of contribution, 
w:hile its total progressive deficits in these years aggregated 
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to only a little more than Rs. 3 crores. So it goes without 
saying that even if the contriBution of the province to the 
Central revenue had been less even by 25 /o> the province 
would not only have been able to balance its budgets, but 
would have also made provision for small surplus and there- 
by increased its balances. There is nothing wrong with the 
system of imposing contributions for helping the Central 
Government if they are properly calculated and are levied 
according to the capacity of the province to pay. The 
Meston Committee committed the blunder of calculating these 
contributions according to the increased spending power of 
the province without taking into account the intrinsic needs 
of the province and the possible increase in provincial 
expenditure due to new constitution. For this blunder of 
theirs the province had to pay dearly, as we have already 
seen above. 

Full in Revenue 

Another possible cause of the failure of the Govern- 
ment to balance their budgets is the falling off of revenue 
receipts during 1930 — 37. The remission of contributions 
to Central Revenue, no doubt, in 1927-28 brightened the 
financial prospects of the province, but only to be darkened 
again by the series of agricultural calamities which then 
ensued, culminating in the catastrophic fall in agricultural 
prices in 1930-31. The Meston Committee estimated the 
normal receipts of the province at 1230 lakhs. During 
1921 — ^26 the actual revenue receipts remained practically 
stationary round about 1264 lakhs. They began to improve 
from 1926-27, but locusts and monsoon failure in 1928-29 
caused a shrinkage to Rs. 1145 lakhs and thus resulted in a 
budget deficit of more than Rs. 65 lakhs. Receipts reached 
their peak in 1929-30, when they stood at Rs. 1298^ lakhs, 
but only to witness a fall of over a crore the very next year. 
This was all due to economic depression and the consequent 
serious fall in agricultural prices. Continued low agri- 
cultural prices resulted in material shrinkage in revenue. 
During 1930 — 37 the revenue receipts could not dare 
touch the figure of even 12 crores, what to say of 12’30 
crores, the nbrmal revenue estimate of the Meston Committee. 
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In 1931-32 they fell as low as Rs. 11*22 crores. Even in 
the last year of the old Reforms, that is, 1936-37, they were 
as low as Rs. 11*94 crores, f.e., Rs. 69^ laklis less tlmn the 
income in 1921-22. 

On examining different sources of revenue we will find 
that land revenue bore the chief brunt of this fall. During 
1930 — 37 it registered a fall of about Rs. 121 lakhs, that 
is, of 17*6yo. In 1936-37 it amounted to Rs. 593 lakhs, 
i.e., Rs. 116 lakhs less than in 1921-22. Tlie great 
fall in agricultural prices coupled with crop failures 
forced the Government to suspend not only settlement opera- 
tiiins in 1932-33, but also the recovery of progressive 
enhancements due under the completed settlements. For the 
same reason Government had also to sanction heavy remis- 
sions in the fixed land revenue demand in addition to ordi- 
nary remisvsions in the fixed land revenue demand due to 
agricultural calamitios. Tlic remissions which an' known 
as slump remissions amounted to 42i lakhs in 1930-31, and 
remained at 112 lakhs annually from 1931-32 till the end 
of lh<' ]>eriod under review. This accounts for the fact that 
though the fixed land revenue demand was higher by 
24 lakhs in 1936-37 than in 1921-22, the total receijits from 
land revenue in 1936-37 were Rs. 116 lakhs less than in 
1921-22. Next comes stamp revenue which fell by Rs. 
18*1 lakhs or 10% in the same period. This was followed 
by forest showing a fall of Rs. 17*5 lakhs or of 28*3%, 
registration Rs, 3*43 lakhs or 25%, interest on debts about 
Rs. 5 lakhs or 29%, and jails, health, justice, superannua- 
tion and miscellaneous Rs. 18*7 lakhs or 29%. Even in case 
of excise, which showed somewhat higher yield, the average 
amount of revenue in 1930 — 37 amounted to only Rs. 128*6 
lakhs, i.e., 66 lakhs less than the annual average yield of 
1921—29. 

Increase in Expenditure during, 1921-37 

But a still more important cause of the financial diffi- 
culties of the province was the increase in expenditure. 
The Meston Committee estimated the normal expenditure 
of the province at Rs. 10*75 crores, including the contri- 
bution of Rs. 2*40 crores to the Central revenue, or Rs. 8*35 

F. 14 
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crores, excluding the contribution. But in the very first 
year of the old Reforms, 1921-22, the actual expenditure 
amounted to Rs. 11*49 crores, excluding the contribution, 
or Kir. 3* 14 crores more than the Meston estimate. As compar- 
ed to 1920-21 there was an increase of Rs. 1*84 crores. The 
revision of pay of services and establishment alone cost Rs. 
152 lakhs, and there was increase on all other heads of ex- 
penditure. In 1922 — 25, in order to balance the budgets 
substantial reductions were made, and consequently 
expenditure was brought down to Rs. 1070 lakhs in 
1922-23, Rs. 1047 lakhs in 1923-24, and Rs. 1042 lakhs 
in 1924-25. But it again rose to Rs. 1117 lakhs in 
1925-26, and then went on increasing till it reached its 
peak in 1930-31 when it stood at Rs. 1288 lakhs, z.e., 453 
lakhs more than the Meston estimate. In 1931-32 economic 
depression again led the Government to resort to retrench- 
ment and other measures to reduce expenditure. Conse- 
quently it fell to Rs. 1184 lakhs and continued to 
diminish till 1933-34, when it was only Rs. 1127 lakhs. 
From 1934-35 it again began to march upw^ard and in 1936- 
37 it stood at Rs. 1231 lakhs, that is, Rs. 82 lakhs more than 
the expenditure in 1921-22. Taking the whole period of 
1930-37 we find that the average annual expenditure in this 
period was about Rs. 50 lakhs more than in 1921 — 29. In 
all the sixteen years of the old Reforms, 1921-22 to 1936- 
37, the average annual expenditure amounted to Rs. 1163 
crores which means an excess of Rs. 3*28 crores over the 
Meston estimate. 

Efforts of the Province to balance its budgets 

The j)rovince did make desperate attempts to make 
both ends meet. At first it tried to meet deficits from 
the provincial balances and the funds obtained from the 
loan raised in the open market. The former were soon 
exhausted, and the use of loan funds to avoid deficits had 
also to be stopped as it was strongly objected to by the 
Government of India, The latter went so far as to warn 
the provincial Government that no loan would be sanctioned, 
whether raised in the open market or obtained through the 
Provincial Loan Fund, if its proceeds were applied in practice 
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for meeting the revenue deficits. The province then tried 
the only other two remedies, i.e., retrenchment and additional 
taxation. The efforts at reduction of expenditure were 
somewhat forceful. In March 1923, Government appoint- 
ed an Economy Committee with a non-official majority, and 
made substantial reduction in the budget of 1923-24. 
Retrenchment Committees were again appointed in 1931 
and 1935 as a result of trade depression, and drastic rediuv 
tion in expenditure was again carried out. The Secretary 
of State imposed ten per cent cut in salaries from December 
1931. The cut resulted in a saving of Rs. 38 lakhs in a 
full year. As the result of these measures expenditure fell 
from Rs. 1288 lakhs in 1930-31 to Rs. 1184 lakhs in 1931- 
32, and was as low as Rs. 1 127 lakhs in 1933-34, although 
half the cut in salaries was restored in that year. But from 
1934-35 it again began to increase, and in 1936-37 it amount- 
ed to Rs. 1231 lakhs. The ineffectiveness of all these 
measures to reduce expenditure can be very well judged from 
the fact that in the whole period of economic depression 
from 1931-32 to 1936-37, the average annual expenditure, 
in spite of all cuts in salaries and retrenchments in this 
period, remained Rs. 15*6 lakhs more than in 1921- — 31, 
though the average annual revenue witnessed a fall of about 
Rs. 90 lakhs in the same period. 

The failure of the Government to adjust the expendi- 
ture to the reduced revenue was due to the expansive nature 
of the Provincial expenditure. Items of expenditure, such 
as education, agriculture, industry, public health, pensions 
and superannuation and others are always expanding, and 
no amount of expenditure on them can be regarded as too 
great. The difficulty of reducing expenditure on such social 
and productive services can hardly be better illustrated than 
by the fact that during 1931 — 37, when the revenue receipts 
experienced a catastrophic fall, this expenditure amounted 
to Rs. 1081 per thousand of population representing 46yo 
of the total revenue against Rs. 1082*1 per thousand of 
population, representing 39% of the total revenue during 
1921 — 30, a period of comparative prosperity. The figure 
of Rs. 1081 per thousand of population really represents an 
increase over Rs. 1082 per thousand of population because 
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population in 1931 — 37 was about 42 lakhs more than in 
1921—30. 

As regards increase in revenue, efforts were made at 
new taxation, but they also proved spasmodic and sometimes 
abortive. The only additional taxation that the Govern- 
ment was able to impose was in the shape of an enhance- 
ment of general and court-fee stamp duties in 1923-24, 
1924-25, 1932 and 1936, a tax on Motor Vehicles in 1923- 
24, and enhancement of irrigation rates in 1923-24 to an 
extent estimated to bring Rs. 22 lakhs. But even these few en- 
hancements failed to yield the expected increase in revenue. 
For example, enhanced general and court-fee stamp duties 
in 1923-24 were expected to bring an increase of 65^ lakhs 
but they actually brought only Rs. 22 lakhs. Similar was 
the case with the enhancement of the duties in 1936. Again, 
enhanced irrigation rates were to bring Rs. 22 lakhs, but 
they only increased the revenue by about Rs. 7 lakhs. 

This failure of the Government to bring about any 
substantial increase in revenue is attributed to a number 
of factors. One of them is the Debt Legislation. The 
lattei caused fall in money and mortgage suits and execu- 
tion of mortgage deeds, which in return resulted directly in 
the fall of stamp and court-fee receipts. A still more im- 
portant cause of the difficulty of the Government in increasing 
revenue was the determined opposition of the Legislative 
Council to any attempt at further taxation. This opposition 
was maintly due to the fact that in the old Reform period 
about 80% of the Provincial taxation was being paid by the 
rural population, and as in the Council majority of members 
represented rural interests it was no wonder that every 
attempt at new taxation used to be met with determined op- 
position to avoid any serious increase in the burden of the 
agriculturist. 

Inelasticily of Revenue Resources 

But the most important or rather the main cause of the 
failure of the province in increasing its revenue resources 
is the inelasticity of the sources of revenue. The principal 
heads of revenue in this province yield receipts which are 
quite inadequate for its needs and are not capable of expan- 
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sion. Land revenue, which is the principal source of income, 
is a dwindling one. In 1923-24 it contributed 54 5% of 
the total revenue and now it is not even contributing 44% of 
the total revenue receipts. Moreover, it is a charge upon 
land which in most districts can only be varied at intervals 
of not less than thirty years. Hence it is incapable of arbi- 
trary increase or reduction, and so as a tax it is thoroughly 
inelastic. Excise revenue which is obtained from the sale 
and manufacture of intoxicating liquors, hemp drugs, toddy 
and from the fees for their sale licences has also been either 
stationary or dwindling due to a restrictive policy of the 
Government and the increasing prejudice being manifested 
against the consumption of drugs and liquors. There is no 
hope of any marked increase in the yield of this tax, unless 
the duty is reduced, which would produce increased consump- 
tion, and consequently is outside the sphere of practical 
politics, because the policy of the Government has been 
and is still directed towards a reduction of consumption of 
intoxicants. Hence this tax can hardly be relied upon as 
an elastic source of revenue. Irrigation revenue, if regard- 
ed as a tax, is peculiarly inelastic. Its variation must be 
conditioned by economic causes over which Government has 
no control — increase in agricultural prices and the conse- 
([uent value of the water to its purchaser. Moreover, the 
fact that as a tax it would fall entirely on the agriculturists 
practically precludes any enhancement. As regards court - 
fees, non-judicial stamp duties and registration, they are no 
doubt productive and elastic but their expansion also need< 
to be regulated so as not to increase the burden of taxation 
on the agricultural class. Taking also the tax revenue on 
the whole, it has proved not only incapable of expansion 
but also dwindling. During 1931 — 37 it amounted to 
Rs. 1-14-2 per head per annum on the average against 
Rs. 2-4-5 per head during 1926 — 31 and Rs. 2-5-9 per head 
per annum in 1921 — 26. 

Financial condition in the new reform period (1937-38 to 
1940-41) 

This difficulty of inelasticity of revenue resources was 
to some extent solved under the new Reforms, which granted 
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the province some share in the taxes on income, export duties 
and excise duties, other than those specifically assigned to 
the Provinces, and also authorised the Provincial Govern- 
ment to impose a few more taxes, such as taxes on the 
sale of goods, agricultural income, entertainments and 
amusements, professions, trades, callings and employments 
and mineral rights. In view of these changes it was no 
wonder that with the inauguration of Provincial Autonomy 
from April 1, 1937, the financial condition of the province 
witnessed some improvement. In the four new Reforms 
years, /.e., 1937 — 41, revenue receipts increased constantly 
and in 1940-41 they stood at Rs. 1358 lakhs, that is, Rs. 194 
lakhs or nearly 10% more than the receipts in 1936-37. 
Tliis increase was shared by both tax and non-tax revenues. 
The tax revenue increased from Rs. 1/14/1 per head in 
1936-37 to Rs. 1/15/10 in 1940-41, and non-tax revenue 
increased from As. 8/8 per head to As. 11/8 per head in 
the same period. 

Among the different sources of tax revenue, excise 
and stamps, instead of showing an increase, fell by about 
Rs. 29 lakhs or 11 pies per head and Rs. 17 lakhs or 7 
pies per head respectively in 1937 — 41. The fall in excise 
can be explained by prohibition which was enforced by the 
Congress Government. Stamp revenue fell largely because 
of the Debt Legislation and certain other Rural Legislation 
enacted by the Congress Government which reduced 
rural litigation. This fall of Rs. 46 lakhs or 18 pies per 
head of population was, to some extent, made up by land 
revenue which increased by 44 lakhs or 13 pies in the same 
period. So, really speaking, the increase in tax was chiefly 
due to increase in other sources of revenue which the province 
was granted under the new Reforms. Share in the income- 
tax gave the Province Rs. 22*5 lakhs in 1938-39, Rs. 39*9 
lakhs in 1939-40, and Rs. 41*7 lakhs in 1940-41. Receipts 
under Motor Vehicles Act, which were put on a provincial 
basis with enhanced rates from January 1937, amounted to 
Rs. 10 lakhs in 1937-38, Rs. 11*7 lakhs in 1938-39, Rs. 11*6 
lakhs in 1939-40, and Rs. 11*6 lakhs in 1940-41, other 
taxes, such as Entertainment Tax, Petrol Tax and Sugar 
Cane Cess which were imposed by the Congress Government, 
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either for making up loss in revenue due to prohibition, or 
to carry out certain other social and economic reforms, con- 
tributed Rs. 3 laklis in 1938-39, Rs. 45*2 lakhs in 1939-40, 
and Rs. 56 lakhs in 1940-41. These additional sources of 
revenue contributed in all Rs. 109 lakhs in 1940-41. 

This contribution would have been greater by more than 
Rs. 102 lakhs, if the province had been allowed to impose 
employment tax in the manner in which it was passed by the 
Congress Government, and if the Neimeyer arrangement re- 
garding the sharing of income-tax by the Province had not 
been altered and the Province had been allowed to enjoy 
substantial gains arising from increased railway and income- 
tax revenue. According to this alteration, for the next three 
years the Centre will retain Rs. 450 lakhs of the Province’s 
50% share of income-tax proceeds. This alone means an 
annual loss of Rs. 65| lakhs to the Province. 

Expansion of Expenditure 

Along with revenue there has also been a considerable 
expansion of expenditure in these four years of the new Re- 
forms. It reached its peak in 1939-40 when it stood at Rs. 
.1362 lakhs, that is, Rs. 131 lakhs and Rs. 231 lakhs more 
than the expenditure in 1936-37 and 1921-22, respectively. 
This increase was shared by practically all the important 
items of expenditure as the following figures will show' : 

Table No. 1 


Expenditure }>er 1000 of j)oj/ulatioii. 


Year. 

General 

Adminis- 

tration. 

Jails 

and 

Police. 

Law 

and 

Justice. 

Educa- 

tion. 

Medical 

and 

Health. 

J 932-87 
(average) 

268-4 

396-2 

141-3 

394-3 

lOG 

1937-38 

295-3 

406-2 

1439 

419-0 

110-2 

1938-39 

287-9 

394-3 

139-8 

420-4 

122-8 

1939-40 

292-3 

413-3 

141-1 

427-4 

122*2 

1940-41 

287-4 

423-7 

143-7 

439-3 

199C^ 
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The expenditure on productive services, such as irriga- 
tion, industries, agriculture, public v/orks, cooperation, 
aviation and taqavi loans increased by Rs. 11 1*6 per thou- 
sand of population, or by 23*4% from 1936-37 to 1940-41, 
social expenditure, such as on education, health, medical, 
veterinary, pension, and superannuation increased by 
Rs. 74*4 per thousand of population or by 10 per cent, and 
primary expenditure, such as on general administratibn, 
jails, police, justice, direct heads and other departments by 
46*6 per thousand of population or by 3*5% in the same 
period. The small increase in expenditure on primary 
services was mainly due to the increase in expenditure on 
direct heads, police, interest, sinking fund and debt charges, 
Tlie natural result of this unequal increase in expenditure 
was that the percentage of revenue spent on productive and 
social services increased from ^46*5% in 1936-37 to 52*2%) 
ill 1940-41, and that on primary or unproductive services 
diminished from 53*5% to 47*8% in the same period. 
This bright feature of the U. P. budgets in the new Reforms 
years was one of the achievements of the Congress Govern- 
ment, whose avowed policy was to minimise unproductive 
exjienditure and maximise such expenditure as was calculat- 
ed to enrich and elevate the economic and social life of the 
tax-paying population. They would have reduced the un- 
productive expenditure still more if the communal and 
labour troubles, which necessitated a lot of unproductive ex- 
penditure, had not broken out during 1938 and 1939, and 
if they had been permitted to adjust the salaries and allow- 
ances of I.C.S. and other services according to the paying 
capacity of the province. 

Present Position 

In spite of all these improvements in revenue and ex- 
penditure, the financial condition of the province is still far 
from being a happy one. Though revenue increased in all 
the years, yet the province could not balance its budgets in 
three out of four years of new Reforms. It is only this 
j'Car that the province has been able to budget for an insigni- 
ficant surplus of Rs. 22,000, and that too by merciless prun- 
ing of expenditure, by suspending constitution and thereby 
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saving some legislative expenses and by encouraging people 
to use more of intoxicants. Again, even in the present year, 
though the estimated revenue receipts are the highest, the re- 
venue receipts per head of population are only Rs. 2-11-6 
against Rs. 2-13-9 in 1929-30, Rs. 2-13-9 in 1928-29, 
Rs. 2-13-8 in 1927-28 and Rs. 2-12-3 in 1921-22. Besides 
this, they cannot be compared favourably with the revenue 
receipts in other provinces, as they are only Rs. 2712*7 per 
1000 of population against Rs. 7049*5 of Bombay, Rs. 5079 
of the Punjab, Rs. 3555*2 of Madras, Rs. 3168*2 of the 
Central Provinces and Rs. 2735*8 of Bengal. 

Similar is the case with the expenditure. Though it 
has expanded by about 17% in the course of these twenty 
years, yet it is still low. Among the six major provinces 
this province stands second in point of population, but as in 
case of revenue so in case of expenditure per thousand of 
population, it stands lowest. The following figures bear 
out this fact: 


Table No. 2 


Public Expenditure in 1941)41 


Expenditure per 1000 
of population. 


Province. 

Productive 

and 

beneficial 

services. 

Primary 

services. 

penditure 
per 1000 
of popu- 
lation. 

Popula- 

tion 

(in lakhs). 

Bombay 

34487 

3600*2 

7048*9 

182 

Punjab 

3166*8 

1850 

5006*8 

240 

Madras 

1884*5 

1666*4 

3250*9 

472 

Cenral Provinces 

1469*2 

1692*5 

3161*7 

153 

Bengal 

1403*0 

14428 

2845*8 

511 

United Provinces 

1369*2 

1348*5 

27177 

496 


F. 15 
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The public health expenditure of the province amounts 
to only 26*4% of Bombay, 30*60% of the Punjab, 44*8% 
of Madras and 81*7% of the Central Provinces. The same 
is the case with the expenditure on education. The latter is 
hardly 40% of Bombay’s expenditure on education, 77% 
of Madras and 64% of the Punjab. All these facts do not 
need any more comment. They are speaking for themselves. 
The inadequacy of public expenditure and revenue in the 
United Provinces is too obvious to need any more proof. The 
insufficiency of revenue and ex[)enditure has been resulting 
not only in the starvation of beneficent sei'vices and increasing 
administrative arrears, but also in increasing uninterruptedly 
the provincial debt from Rs. 1516 lakhs in 1921-22 to Rs. 
3281 lakhs in 1936-37. The province is doomed to bank- 
ruptcy if no substantial improvement is made in its 
financial position. There are but two ways of affecting 
such an improvement, viz,, reduction and adjustment of 
expenditure among different services and increase of 
revenue receipts. The province should try both. 

Possibility of Reducing Expenditure 

As regards reduction of expenditure, one can hardly 
doubt that there is still sufficient scope for it, especially in 
civil administration. The salaries and the allowances 
that are being paid to civil officers and civil servants are too 
high in view of the poverty and low taxable capacity of the 
province. The province can hardly afford to pay Rs. 48000 
to 60000 annually to its Chief Secretary, Rs. 48000 a year to 
each of its High Court Judges and Rs. 12000 to Rs. 18000 
to each District Magistrate. In 1936-37 it was estimated that 
about 50% of the Provincial expenditure was being absorbed 
by salaries, pensions, travelling and other allowances, and 
if this is the case even now, a cut of only fifteen per cent in 
these beads of expenditure will save the province nearly Rs. 
100 lakhs per annum, which, if spent on productive and 
social services, would increase the percentage of productive 
expenditure and reduce unproductive expenditure. The 
latter, in spite of the best efforts of the Congress Government, 
is still amounting to 50% of the total expenditure against 
49% in Bengal, 47% in Madras and only 37% in the 
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Punjab. The increased expenditure on beneficial services 
would improve not only the economic and social life of the 
people but also their revenue-paying capacity. The well- 
known principle of the farmer that constant cropping with- 
out manuring ends in the exhaustion of the soil should also 
be observed in the economy of the province. 

Scope for increasing revenue 

As regards the increase in revenue, there is still suffi- 
cient scope as the incidence of both tax and non-tax revenues 
in the United Provinces is still the lowest among the major 
provinces. This is quite obvious from the following 
figures : 


Table No. 3 


Tax and non-tax revenue per head of Population in 1940-41 


ai 

> 




-S 


ca C 
H 


=« § 


& , 

no cJ 
C3 :3 
c 


01 

03 

'o 

K 


W 


Other 
g taxes. 

a 

w 



Rs. a. 

p, Rs. a. 

p. Rs. a. p. Rs. a. p. 

As. p. 

As. p. Rs. a. 

P* 

Bombay 

7 

0 

9 5 

3 

9 1 13 

0 1 12 

7 

13 

9 

11 

8 1 15 

9 

Central 

Provinces 

3 

2 

8 2 

12 

4 0 6 

4 1 4 

3 

6 

1 

5 

7 0 12 

5 

Madras 

3 

8 

11 2 

11 

5 0 13 

6 10 

11 

10 

11 

5 

8 0 9 

11 

Bengal 

2 

11 

9 2 

4 

2 0 7 

7 0 ii 

6 

4 

1 

8 

3 0 12 

4 

Punjab 

5 

1 

7 2 

0 

5 3 1 

2 1 1 

4 

7 

9 

5 

1 0 2 

3 

U. P. 

2 

11 

6 1 

15 10 0 11 

8 1 3 

4 

4 

4 

4 

4 0 3 10 


Moreover, in the last twenty years, though the inci- 
dence of non-tax revenue has been increasing somewhat, 
yet the incidence of the tax revenue has been constantly 
falling as the following figures show: 



818 


B. R, SETH 


Table No. 4 

Tax revenue per head of Population 


$ Non-tax 


Years. 

Land 

Revenue. 

Excise. 

Stamp. 

5 

-w» 

o 

Total. 

Revenue 
per head 
of popu- 
lation. 


Rfl. a. p. 

As. p. 

As. p. 

As. p. 

Rs. a. p. 

As. p. 

1921-22 to 1923- 
26 

1 7 11 

4 10 

5 11 

3 1 

2 5 9 

6 5 

1926-27 to 1930- 
31 

17 5 

4 6 

6 1 

2 5 

2 4 5 

7 6 

1931-32 to 1935- 
36 

1 3 0.2 

4 1 

5 5 

1 11 

1 14 5-2 

6 6 

1936-37 to 1940- 

1 2 11.6 

4 8 

4 to 

2 7 

1 15 0-6 

10 2 


41 

From the above figures it is quite obvious that it is 
possible to increase the revenue from even the present 
sources by revising the rates. Besides this, the province 
must tap some new sources of revenue. There are many 
sources of tax revenue, such as tax on agricultural income, 
tax on succession, tax on advertisement, tobacco and betel 
tax, registration of marriages, excise duty on aerated water 
and patent medicines, which the province is authorised to 
utilize but has not cared to explore their potentialities, and 
which are still awaiting their fair trial to prove themselves 
productive and economical. Now the province must no longer 
ignore them as unproductive and costly without giving them 
due trial. There is every hope of their being proved otherwise. 
As regards the opposition of legislature, this would also melt 
away if the Government would assure them that the receipts 
of these taxes would not be squandered on unproductive pur- 
poses, but would be utilized to render some productive and 
social services to better the social and economic life of the 
people. 



THE FINANCES OF INDIAN STATES'^^ 


BY 

Dr. P. J. Thomas, 

University Professor of Economics, Madras, 


General 

The Indian Stales cover two-fifths of the area and are 
responsible for one-fifth of the population of India. There- 
fore it would not be fair to exclude such a large part of this 
country when dealing with our public finances. The more 
important of these States have regular annual budgets, and 
in many of them budgets have to be discussed and passed 
by the Legislative Council. Unfortunately financial statistics 
of some of these States are difficult to get, and as each State 
has its own peculiarities of computation and compilation, a 
proper comparison is not easy. Financial statistics of most 
of the States (and in the case of the leading States, for a 
series of years) will be found in my book. Growth of Federal 
Finance in India, In the present paper, it is my purpose to 
compare the revenue and expenditure in some of the leading 
States. The States taken for comparison are (arranged 
according to the amount of revenue): — Hyderabad, Mysore, 
Travancore, Jammu & Kashmir, Baroda, Indore, Cochin and 
Bikanir. Between them these States have a total population 
of 35 millions (43% of the total population of the States) 
and a total revenue of Rs. 22*73 crores (41% of total). 

Certain preliminary points must be borne in mind in 
comparing the finances of these States. 

1. The financial statistics of all the States are for the 
latest available year, namely, 1938-39. In the case of some 
States (Mysore, Travancore, and Cochin) the completed 

* I am indebted to the Durbars of the States included in this 
survey, for kindly supplying me with copies of their latest budget 
statements. 
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accounts (^actuals’) are available, but in the case of other 
States, the ‘actuals’ for that year are not yet available, and 
therefore revised estimates have been taken. As the revised 
estimates do not usually differ much from the ‘actuals,’ 
there may not be any great weakness in this comparison. 

2. For most States, the currency used is the British 
India Rupee, but in the case of Hyderabad, the Osmania 
Sicca Rupee is used (one 0. S. Re. = 13 annas). The 
Sirkar Rupee of Travancore is 15 annas 9 pies. 

3. In order to bring the revenue and expenditure 
under different heads comparable as between the various 
States, it was necessary to make certain adjustments here and 
there. Two such adjustments call for notice — 

(a) All the States do not follow the same method of 
compiling figures of revenue and expenditure. In the case 
of some States (Mysore, Travancore, Baroda, etc.), the 
revenue under commercial services is given net; that is, the 
working expenses of railways, irrigation works, mines, etc., 
are deducted from the gross income and the net figures are 
entered in the budget statement. Certain other States give 
the gross figures under revenue and enter the working 
expenses under expenditure. This mode of computation has 
no advantage except that it inflates the budget totals and this 
is no real advantage. 

(b) Certain States like Hyderabad bring under one 
consolidated item (Palace Account) all the expenditure 
connected with the Ruling Family, but in the case of others, 
some items which ought to come under “Palace” are scatter- 
ed about under General Administration Account and P.W.D. 
Account. The expenses of the water supply and the 
maintenance of telephone in the Rulers’ Palace have to be 
added to the Palace Account. Similarly, the allowances to 
other members of the Royal Family and expenses connected 
with them have also to be placed in the same account. 
Mysore, for instance, includes this latter item in the Palace 
Account, but certain other States (e.g., Travancore) place 
this in the Political Account. Justification can be found for 
both modes of classification, but as we need a uniform basis 
for purposes of comparison, this item is here included in the 
Palace Account. 
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The revenue expenditure of the States are given in the 
tables in the next pages. 

Revenues of the States 

Land Revenue , — In most States, land revenue is 
the mainstay of the State fisc and is responsible for about 
a third of the total revenue (Hyderabad 36%, Baroda 36%, 
Indore 49%). The corresponding percentages in British 
Provinces are: Madras 30%, Bombay 27%o, Bengal 25%. 
Land revenue plays a smaller part in the maritime States 
(Travancore 13*7%, Cochin 12%). The land revenue 
systems of the various Stales differ; but it may be said in a 
general way that the ryotwari tenure prevails over the bulk 
of the area in Hyderabad, Mysore, Travancore and Cochin. 
The burden of land revenue per head of population and per 
square mile is given below. For purposes of comparison, 
figures for the Provinces of Madras, Bombay and Bengal are 
also given. 


Incidence of Land Revenue 



Per square mile. 

Per head 

of 





population. 


Rs. 

FIS. 

ps. 

Rs. 

as. 

pp. 

Hyderabad 

378 

G 

5 

1 

12 

0 

Mysore 

390 

0 

0 

1 

12 

6 

Travancore 

458 

9 

7 

0 

11 

0 

Baroda 

1004 

0 

0 

3 

5 

11 

Jammu & Kashmir 

75 

8 

6 

1 

12 

0 

Cochin 

808 

1 

7 

1 

0 

0 

Indore 

597 

1 

7 

4 

8 

0 

Bikanir 

364 

12 

10 

0 

15 

0 

Madras 

342 

8 

0 

1 

1 

6 

Bopibay 

439 

11 

o 

U 

1 

13 

9 

Bengal 

384 

8 

0 

0 

10 

0 

It is clear that the 

burden of land revenue per head 


population is highest in Indore and lowest in Travancore. 
A proper copiparison is possible only by taking the rates of 
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assessment in the dry and wet areas, but such a detailed 
comparison is not within the scope of this paper. 

Customs , — In full-fledged Federations, customs duties 
are a Federal head of revenue. In India, the States have so 
far been separate entities and maritime States like 
Travancore, Cochin, the principal Kathiawar States, and the 
inland States of Hyderabad and Kashmir raise part of their 
revenue by customs, amounting to a total of Rs. 4 5 crores. 
Mysore too had a large revenue formerly under inland 
customs, but this was abolished in 1865. Thus the maritime 
States of Travancore and Cochin obtain 19*2% and 26*6% 
respectively of their revenue from customs; Kashmir, an 
inland State, obtains 28*3% of its revenue from this source. 
The Kathiawar States depend even more on customs revenues 
and have i>rofited greatly by the enhancement of the customs 
tariff of British India. 

Income-tQx , — This item has not so far made its appear- 
ance in some of the Slates (Hyderabad, Indore, Bikanir), 
and even in some of the States where it is levied, the 
rates are rather low. Therefore, income-tax brings in only 
small proportions of the total revenue. The justification 
given for this is that nearly all the States are predominantly 
agricultural; but seeing that the revenue burdens of most 
States to-day are regressive, it is perhaps time that most 
States imposed an income-tax on a fairly high scale. An 
income-tax on agricultural incomes is also justified, because 
in many States certain large landed interests are now free 
from tax-burdens. The incidence of income-tax in the 
various States and in British India can be seen from the 
following table: 

Incidence of Income-tax per head 
of population. 


Mysore 

Travancore 

Baroda 

Jammu & Kashmir 

Cochin 

British India 


Rs. as. p. 

0 6 11 

0 3 3 

0 4 1 

0 12 
0 10 5 

0 9 8 
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« 

Is this the reason why capital has lately been flowing 
from British India to certain States? 

Political Receipts and Tributes. — These are payments 
by certain principalities within eacli State. They are some- 
what analogous to the peiscush paid by Zamindars in British 
India. 

Commercial Services. — A noteworthy feature of the 
States’ fisc is tliat some States obtain a growing revenue from 
commercial services. In the case of Mysore and Bikanir, 
the percentage of revenue derived from these sources is 
25*5% and 39*5% respectively. Mysore obtains its revenue 
chiefly from hydro-electric works (11*7% of the total 
revenue) and railways (6%). Bikanir’s revenue under this 
head comes from railways (22%) and irrigation works. 
Hyderabad and Baroda also obtain large revenues from 
railways (13*9% and 7*7% respectively). In this respect, 
the States are considerably better oflf than some of the 
Provinces of British India, whose revenue from commercial 
services is still undeveloped. Madras and the Punjab 
obtain considerable revenue from irrigation works and they 
will soon ‘add to it a comfortable net return from hydro- 
electric works also. But States like Mysore are far ahead 
of them and it will take long for the Provinces to catch up, 
unless they follow a more active economic policy. 

Expenditure of the States 

Direct Demands on Revenue. — The percentage of total 
revenue spent on this item ranges between 10*8% (in Cochin) 
to 16*3% (in Hyderabad). Among the Provinces, Madras 
spends 12%, Bombay 13% on the cost of collection. 

General Administration. — This includes tlie cost of 
administrative services, police and jails, judiciary, political 
charges, religion, the guest house, etc. While Hyderabad 
and Mysore spend 21% and 20% respectively of their 
revenue on this head, Indore spends 32*5%, Jammu and 
Kashmir 30*8% and Travancore 29*5%. Religion is an 
important item of expenditure among certain States. • 
Hyderabad spends Rs. 14*3 lakhs (1*6% of total revenue) 
on this item; Travancore spends Rs. 22*4 lakhs (9%). The 
expenditure in Travancore includes a contribution of Rs. 16 
F. 16 
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lakhs- to the (Temples) Devaswoms. It is fair to add that 
this contribution is made on account of the extensive temple 
properties which are in the hands of the State. Those who 
hold that States should have nothing to do with religion will 
of course inveigh against such expenditure, but we need not 
discuss such issues here. The expenditure on guests is 
another notable item under this head. Some States do not 
specify such expenditure in their budgets. Mysore, one of 
the most hospitable States in India, spends Rs. 3,92,777 on 
guests. 

The Palace . — The civil list of the Ruler and the 
allowances to other members of the Ruling Family form the 
most important item in all State Budgets. The proportion 
borne by this item to the total revenue is highest in Bikanir 
(23%) and lowest in Hyderabad (6 6%). The civil list 
proper is Rs. 50 lakhs in Hyderabad, Rs. 23 lakhs in Mysore, 
Rs. 12^ lakhs in Travancore, Rs. 26 lakhs in Baroda, Rs. 21 
lakhs in Kashmir, Rs. 7| lakhs in Cochin, Rs. 11 lakhs in 
Indore and Rs. 15‘3 lakhs in Bikanir. 

Debt charges . — This item depends on the extent of 
capital development in each State. The expenditure under 
this head is highest in Mysore (19%). That State has 
carried out a very active economic policy during the last 
twenty years, and this debt represents a large addition to the 
wealth of the State. Such debt is not like the deadweight 
debt of the European countries; it is the basis for economic 
progress. 

Education,’— Of the nation>bui]ding services, education 
comes first, as it is the most pivotal of them all. The leading 
Indian States spend large proportions of their revenue on 
education. Travancore spends 19-7%, Cochin 19-5% and 
Baroda 17%. The per capita expenditure is highest in 
Baroda and Cochin. Some of the Northern States spend 
smaller proportions of their revenue on education. In this 
respect. States like Travancore, Cochin and Baroda are much 
in advance of the provinces, as the following table 
will show : — 
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Education. 

Percentage of Per head of 
total expenditure, population. 




Rs. 

As. 

Ps 

Madras 

16-23 

0 

9 

5 

Bombay 

14-73 

1 

1 

0 

Bengal 

12-06 

0 

4 

11 

Hyderabad 

10-6 

0 

10 

11 

Mysore 

1.3-41 

0 

13 

2 

Travancore 

19-76 

0 

15 

10 

Baroda 

17-08 

1 

9 

1 

Jammu & Kashmir 

9-05 

0 

9 

1 

Cochin 

19-52 

1 

8 

10 

Indore 

8-16 

0 

11 

10 

Bikanir 

5-96 

0 

6 

9 

It would be interesting 

to know 

how the 

education 


budget is spent. The details under this head are not given 
for Hyderabad. In the Mysore budget, the university 
accounts form a fifth, and in Travancore a seventh of the 
education expenditure. Quite rightly, primary education 
abscibs the bulk of the expenditure under education, nearly 
half in Mysore, and slightly more in Travancore and Baroda. 
The Baroda budget is notable for its generous expenditure 
(Rs. 2 lakhs out of 38 lakhs) on technical schools. The 
expenditure on this item in the other States is much smaller. 
More than half the education grant in Travancore goes to 
‘ vernacular ’ schools and this is responsible for the remark- 
able progress of literacy and the reading habit in that State. 

Public Health . — ^The highest percentage spent on public 
health is in Cochin (7’6%) and the lowest is in Indore. 
Some of the Indian States are better equipped with hospitals 
and dispensaries than the Provinces of British India. 

Agriculture, Co-operation, Industries . — ^The percentage 
spent on agriculture is highest in Cochin (3 7%), Mysore 
coming very near (3 2%). The percentage spent on 
industries is also highest in Cochin (61%), although for 
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the, matter of industrial development Mysore takes the 
palm. 

Public Works. — Hyderabad leads in this respect with 
the highest percentage spent on public works (19%). 
Baroda (14%), Cochin (13%) and Travancore (12%,) are 
also conspicuous for their liberal expenditure on public 
works. 

Backward Classes. — Some of the States {e.g., Travan- 
core and Cochin) give special attention to the elevation of 
the depressed classes by keeping schools for them, providing 
agricultural facilities, and so forth. 

Security and. Developmental Services. — Perhaps a 
suitable method of assessing the expenditure on social and 
economic services in each State is to compare the proportions 
allotted in the States’ budgets to the developmental functions 
of Government as distinct from security functions. The 
developmental functions taken in this connection are educa- 
tion, public health, medical aid, agriculture, co-operation, 
industries, public works. State charities, etc. The results of 
such an analysis are given below : 


Expenditure on Developmental Services. 


Province or State. 

Percentage 
to total ex- 
penditure. 

Expenditure per 
head of 
population. 

Rs. As. Ps. 

Expenditure 
per square 
mile. 

Re. As. Ps 

Hyderabad 

35-68 

2 

4 

11 

403 

0 

0 

Mysore 

32*64 

2 

0 

1 

448 

0 

0 

Travancore 

39-56 

1 

15 

9 

1325 

0 

0 

Baroda 

38-96 

3 

9 

2 

1069 

0 

0 

Jammu & Kashmir 

23-43 

1 

4 

11 

56 

8 

4 

Cochin 

. 47*09 

3 

11 

6 

3030 

0 

0 

Indore 

28*30 

4 

14 

2 

3400 

0 

0 

Bikanir 

23*83 

1 

10 

11 

65 

. 1 

7 . 

Madras 

38-24 

1 

6 

3 

435 

13 

2 

Bombay 

33-10 

2 

3 

0 

563 

2 

11 

Bengal 

34-03 

0 

13 

10 

530 

6 

6 
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It is clear from the table above that many States spejid 
on developmental services larger percentages of their revenue 
than the Provinces, and this is all the more creditable, seeing 
that the States have to discharge certain functions which in 
British India are allotted to the Central Government. 

Conclusion 

On the whole, therefore, some of the States are in- many 
ways ahead of British India, But the position is not so 
favourable in many other States. In several of them the tax 
system is highly regressive and efforts are urgently needed 
to remove this defect. They must al^o engage themselves 
mpre actively in supplying commercial services — railway 
transport, irrigation, electricity, etc. Thereby, not only will 
they add to their revenues; they will also be laying the 
foundations of a stable economic prosperity.* 


* My thanks are due to Mr. N. K. Thomas, Research student 
for collecting much of the statistics utilised in this paper. 
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THE FINANCES OF INDIAN STATES 
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‘‘ BRITISH ’’ & ‘‘ INDIAN ” FINANCE 


BY 

S, Kesava Iyengar. 

The wonderful peculiarity of human nature is that it 
adjusts itself to changing conditions quickly, and habit 
becomes second nature; on matters economic in India, 
British policy has had its say for a century and more, and 
although Indians are not low in their voices in declaring to 
the four corners of theT world the fundamental rights of 
Indians to manage their own affairs (and even in the evolu- 
tion of a new world order to come!), a careful study of facts 
cannot but lead to one conclusion; namely, the European 
power-wielders have developed an almost permanent tendency 
to believe that whatever they might do in India must be 
interpreted by themselves, Indians and foreigners as for the 
real good of India; and if things are somewhat shady in 
certain respects, the cause lies in some inherent weaknesses 
of the Indians themselves. On the Indian side, camels are 
passing through the needle’s eye, but the great majority of 
Indians content themselves with debates on general prin- 
ciples, consciously or unconsciously avoiding direct and plain 
speaking on the contents and colour of British economic 
policy in India. Numerous Indians have excelled in oratory 
crediting British policy in India with more statesmanship 
tlian exercised or desired by the British themselves. This 
surprising attitude on both the sides must become evident to 
any one who for a moment detaches one’s self from the 
almost smothering environment. One field in which such an 
anomalous position has persisted prominently is British 
finance in India. The country is quite rich in natural 
resources, but the authorities have not done all they could to 
let the people know all about it. The people are quite poor, 
and the authorities would like them to believe that they are 
much poorer than actually they are— often with the help of 
questionable and superficial statistics — all this with the 
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purpose of helping in the entire population passing if not 
respecting the idea that the British have been and are the 
saviours of Indian economy. 

Irrigation and Hydro-Electricity 

Meltur and Pykara projecls whicli earned 4 47 and 
7*26 per cent respectively on capital outlay for the last year, 
are the latest instances of Government activity in utilising 
water resources for irrigation and hydro-electricity as well 
in British India, but it was in 1902 that hydro-electric power 
was produced at Sliivanasamudram in Mysore, for the first 
time in the East. Since then, the great Krishnaraja Sagara 
))roject with the Irwon Canal and the hydro-electric section, 
nine further c.xlensions in the Shivanasarnudram ^Vc)rks, the 
Shimsha and the Jog Works have all maintained the Mysore 
State in the front rank in this respect in India. Apart from 
the Tata Hydro-electric Agencies, Ltd. (whicli is due to the 
driving power of the famous Tata family that found such 
successful expression in numerous industrial fields), the 
capacity of the three works being 0'246 million H. P., the 
Mysore Government electric installations rank first among 
Government undertakings, the capacity of the Mysore Works 
at present being 0107 million H. P. The Industrial 
Commission wanted a thorough-going hydro-graphic survey 
more than a score of years ago, but we have had only “ out- 
lines of programmes of investigations till now. The net 
revenue from electricity was Rs. 46 69 lakhs in 1938-39 in 
Mysore, excluding contributions to depreciation and provident 
funds, and 12 per cent of the gross revenue of the State was 
realised in that year from Krishnaraja Sagara, hydro-electric 
and other irrigation w^orks. The natural resources have been 
developed so efficiently that the w^orking cost jier unit of 
electric current w as 1*97 pies in that year. Cheaj) electricity 
has been the forerunner of numerous industries the first of 
which to use current in large quantity was the Kolar Gold 
Fields. The Mysore Iron & Steel Works, the Paper Mills, 
the Cement Factory and numerous others followed in deriv- 
ing power from Shivanasarnudram and Krishnaraja Sagara. 
The power generated was 252,095,833 B. 0. T. U., of which 
207,600,804 B. 0. T. U. were distributed during 1938-39, 
P. 17 
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to power and lighting and pumping installations. Four 
hundred and seventy-five power installations and 3,699 
lighting installations were added, bringing the total number 
in service, to 4,815 of the former and 38,370 of the latter. 
Besides these, there were 17,225 street lights (inclusive of 
2,930 ornamental lights). Of the total number of units sold 
during the month of August, 1940,677,807 K. W. hours were 
for domestic purposes, 10,148,541 K. W. hours for power 
(industrial, etc.) and 545,726 K. W. hours for street lights. 
The total number of consumers during August, 1940, 
amounted to 46,957 as against 46,690 in July, 1940. The 
number of towns and villages electrified was 198. It can be 
asserted that electricity has become quite popular in villages 
as well as in towns — for lighting and for power. The 
astounding success of the Mysore Sugar Company is due to 
the vast exjiansion in wet cultivation brought about by the 
channels from the Krishnaraja Sagara. The benefits of both 
irrigation and hydro-electricity have been spread practically 
to all the districts and the scope for the development of 
garden factories in nooks and corners of the State, using this 
power, is very great in the near future. The expenditure 
on capital works not charged to revenue, to the end of June, 
1939, was Rs. 18 1 crores while the liabilities on account of 
public debt and unfunded debt on the same date was Rs. 14 2 
crores. The interest charges on the debt are much lower 
tlian the yield on th(‘ capital outlay, and the general tax-payer 
is thus saved from taxation to the extent of the difference 
between the two. This is the chief cause for the increase in 
the income of the Government in about 17 years by one crore 
of rupees. 

The programme of the Hyderabad State in the matter 
of irrigation and hydro-electricity has a thoroughness and 
steadiness of its own. The following table shows the great 
schemes the Hyderabad Government have before them for 
the next few decades in order to raise the standard of life in 
the Stale by bringing three million more acres under irriga- 
tion and sup})lying over 200,000 K. W. electric power for 
industries and for homesteads. The bill is expected to go 
up to over 65 crores, but the foundations so soundly laid and 
the basement constructed thereon during the last 18 years 
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can be expected with confidence to accommodate this hi^e 
financial superstructure which will house tlie entire popula- 
tion in comfort. But how speedily these projects will be 
taken up and completed will, to no small extent, depend on 
co-operation by the British Government in India: many of 
the projects are interstatal. 


Statement. 


Name of project. 

Area estimated to be 
irrigated— in acres. 

Estimated generation 
of electric power in 

K. W. 

Tungabhadra 

500,000 

38,000 

Devanur 

... 

17,800 

Nizanisagar 


2,800 

Kaddam 

20,000 

7,000 

Puma 

00,000 

4,000 

Maiiair 

10,000 

700 

l*enganga . . 


7,000 

Godavari 

... 

65,000 

Lower Krishna 

1,000,000 

50,000 

Upper Krishna 

1,000,000 

30,000 

Bheeina 

400,000 


Bandarpaily 

10,000 



3,000,000 

322,300 

This is apart from the expenditure already incurred so 
far on minor irrigation works in the State which amounts to 
over six crores. Major irrigation works like the Nizamsagar, 
Pocharutn, Wyra, Palair, etc., have cost the State another 
six crores. The total revenues of the State from irrigation 
were Rs. 144 lakhs in 1935 and Rs. 145 lakhs in 1936: this 


was in spite of a period of depression. 

In British India, we have some big enterprises in this 
field in addition to the 154 crores invested on irrigation 
works, but compared to the resources available and the size 
of the country, the pace of advance has been slow. And now 
with war prepossession, and with suspended constitutions, 
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there is every fear of suc^li projects being postponed for long 
periods of time. In a recent address to the Central Irriga- 
tion Board, the Viceroy said : The return on the vast capital 
investment of 154 crores is not to be measured in terms of 
revenue, but in the more precious currency of human life and 
prosperity.*’ What he said of irrigation applies with full 
force to hydro-electricity as well, and such a postponement 
of a forward policy in hydro-electricity would be doubly 
regrettable as so much revenue to Government would be un- 
utilised, and so much basic encouragement to industries 
great and small would be denied. We have not even a 
thorough-going all-British India irrigation and hydro-electric 
survey: the major portion of our knowledge of Indian eco- 
nomic potentialities is from the huge blanks on our maps. 
The hydro-electric potential of India is estimated at 27 
million H. P. but the developed power is only 0 8 million 
H. P. or about 3 per cent. 

State-Owned and State- Aided Industries 

The Mysore Administration Report for 1938-39 says: 
‘‘ Thirteen large industrial concerns with a total fixed and 
working capital of more than three crores of rupees are 
completely owned and managed by Government. About 18 
concerns have been started by private enterprise with the 
assistance of Government in the form of subscription to their 
share capital or in the shape of grant of land, water, electric 
power, etc., free of charge or at concessional rates, while a 
very large number of concerns have been started by private 
industrialists on their own initiative or with the financial and 
technical assistance of Government. An analysis of the 
various concerns shows that 107 concerns were engaged in 
industries connected with food, drink and tobacco, such as 
rice mills, flour mills, manufacture of bidi and cigarette, 
confectionary, etc. There were 19 brick and tile factories, 
7 soap factories, 3 concerns engaged in the manufacture of 
electrical goods, 8 concerns in furniture-making, 1 in the 
manufacture of incandescent gas mantles and others engaged 
in the manufacture of ball thread, cotton rope-making, cart- 
making, type-casting, bleaching and dyeing.” 



“British” & “indian” finance 


835 


These figures are exclusive of the Kolar.Gold Fields, 
some details of which follow. Amongst the Government 
concerns, the industry that had the most chequered career 
was the Mysore Iron & Steel Works. Sir M. Visvesvaraya 
poineered in this, and for a long time was the butt of criticism 
for having let down the Mysore Government badly on this 
account. These vicissitudes have passed, and to-day, the 
Mysore Iron & Steel Works are eaiming net about 26 lakhs 
a year, besides affording considerable employment to local 
skilled and unskilled labour. In the early stages, the 
general manager was once afraid to tell the then chairman 
(Sir M. Visvesvaraya) that the anticipated deficit on the 
Works would be a lakh. The chairman is reported to have 
smiled and exclaimed: “Is that all? 1 expected the deficit 
to be much more than that!” On account of the Mysore 
Iron & Steel Works, the Mysore Stale has attained in the 
eyes of the world a status which no treaty could give her. 
The latest feature of industrial development in Mysore is the 
deliberate founding of new industries in far-off places 
(even now, the major industries are dispersed all over the 
State) so that all the evils of urban congestion might be 
eschewed : that has been made possible by cheap electric 
power which requires little capital outlay for transmission. 

Another special feature of Mysore industrial develop- 
ment is the high level of the mutual complementing as 
amongst different Government and private industries. A 
few instances may be mentioned. The Electric Department 
will have contributed in all Rs. 3 2 lakhs by the end of 
1940-41 towards the construction of the railway line from 
Sagara to Thalaguppa in view of the facilities accruing to 
that Department by the said extension for transporting 
machinery, etc. for the hydro-electric works at Jog Falls. 
The Mysore Railways allow special freights on through 
exports of Mysore manufactures, for mutual good. The 
Government Electrical and Porcelain Factories work with 
electric power supplied by the Electric Department, and 
they in turn supply electrical accessories to that Department. 
The Forest Department supplies Imligi poles which lessen 
the cost of capital outlay on electric main lines. The 
Mysore Iron & Steel Works derive electricity from Govern- 
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meiV supplies, and all iron and steel that could be made by 
the Works are made available to the Electric Department. 
The Mysore Sugar Mills supply molasses for dust-proofmg 
the roads. The cheapness and utility of these numerous 
manufactures are brought home to the man in the street 
through the Dasara Exhibition which is an annual feature. 
Among the war industries actually working and about to be 
started are soda, chromite, acids and aeroplanes. 

The appointment of a Government Director for indus- 
trial concerns signifies the maintenance of a consistent policy 
on all matters pertaining to costs and prices, wages and 
profits. It may be that the U. S. S. R. has got more 
numerous and larger-scale industries, but it cannot be 
denied that Mysore has achieved a higher degree of success 
in handling these Government and Government-aided 
industries, not only in the matter of direct yield on capital 
outlay but in the more imjiortant items of employment and 
wages, prices and consumption, and the further stimulus to 
consequential industries. The fact that the services of the 
Government Director of Industrial Concerns have been 
borrowed by the Indian Supply Board is a jiroof of the 
pudding. 

With the inauguration of Industrial Trust Fund with a 
corpus of one crore of rupees, a new chapter in the develop- 
ment of Hyderabad industries has begun. Among the present 
large-scale industries are six cotton mills, the cement factory 
at Shahabad producing about a lakh and half tons of cement 
annually, and the Singareni Collieries which produce about 
three-quarters of a million tons of coal every year. The 
biggest industry in the State is of course the Nizam’s Stale 
Railway. The new policy of co-ordinating road, rail and 
air with plans to reach the outermost corners of the 
Dominions has proved very successful. The large and grow- 
ing number of connections between bus and railway routes 
at suitable points and at suitable timings, the spread of the 
Road Motor Transport Services to areas which from the point 
of view of traffic could never hope to be served by the 
Railway, the introduction of railway lorries for the 
conveyance of goods over comparatively long distances along 
roads, and the close co-operation of the Road, Railway and 
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the Civil Aviation Boards augur speedy prosperities to the 
villagers through profitable cottage industries as well as 
through fair prices for agricultural produce. A ten-year 
programme built on this co-ordinated system should bring up 
Hyderabad to the level of Britain : such is the wonderful 
success attained by the road section of the Nizam’s State 
Railway. The latest develo|)meiil in co-ordination in the 
{)rocess of mobilisation is the appoiTitment of the General 
Manager of the N. S. Railway as Adviser to the Commerce 
and Industry Member of the Executive Council. In addition 
to immediate attentioii to war industries, the Hyderabad 
(Government is at present engaged in drawing up plans for a 
commensurate expansion in tlie cotton and vegetable oil 
industries for which there is very great scope in view of the 
huge production in the State of the concerned raw^ materials. 
The development of irrigation and hydro-electricity and the 
ramification of the entire State by the co-ordinated transport 
services, will bring in their train more raw^ material and a 
much greater proportion of manufacture of these materials 
within the Dominions. 

Wise Taxation 

On the average, the Kolar Gold Fields produce about 
Rs. 3 crores worth of gold annually at present prices. The 
leases to the British Companies expired on March 21, 1940, 
and the best course for the State would have been to take over 
tilt' mines for being worked by the (Government: any other 
course could not be conceived of for a (A)vernment which has 
been taking so much pains to launch new industries. But, 
political pressure is taller in Indian Slates than in British 
India on some matters, and although the leases to the three 
companies were renew^ed for another 30 years, credit is due 
to that Government for having succeeded in securing from 
these mines the best they could in the shape of mining 
royalty, special levy on gold, income and super lax — wdiich 
are estimated at about three-quarters of a c rore annually, or 
about 25 per cent of gross yield. It is of ccuisiderable 
interest to remember that while in South Africa the confisca- 
tion of the full price over and above 15()s. has been dis- 
continued and a new formula introduced according to which 
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the Union Government gets annually about £2 million as 
loan and about £3^ million as tax, while the Australian 
Commonwealth Government takes only 50 per cent of the 
excess over a basic price, the Mysore Government have 
succeeded in making the mines pay 75 per cent of the exct;ss 
of price over and above 150s. per fine ounce of gold produc- 
ed, and this not as a war measure as in other gold producing 
countries, but as a permanent measure, of course provided 
the price of gold continues to be above 150s, per ounce. 
The companies have not been slow in complaining : they have 
even gone so far as to claim that this new levy by the Mysore 
Government resulted in less tax payment to the British 
Government (during war time when every member of the 
Empire should contribute its very best) as the taxable amount 
of profit decreased on account of the new levy, but the 
Mysore Government })ulled through. It is almost certain 
that if the Kolar Gold Fields were in British India, the new 
levy yielding annually Rs. 26 lakhs, would not have been 
made : the country would have lost the proceeds : the British 
shareholders would have gained. 

''British'’ versus Mysore Finance. 

Irrigation, electricity, industries and gold — these have 
been the mainstay of Mysore’s financial prosperity so far and 
of the still brighter prospect in the near future. And the credit 
for this achievement looms still larger when we remember 
that Mysore’s path has not been all rosy. In spite of recent 
re-organisation of all-India defence taking into account 
Indian States as integral parts of the system, the annual 
subsidy of Rs. 19* 11 lakhs (recently reduced from Rs. 25 
lakhs) persists, and is sitting as a deadweight against the 
uphill task of social amelioration. The retrocession of 
Bangalore has been hanging for reasons known neither to the 
Mysore Government nor to Simla, and naturally the net 
residue reaching the Mysore coffers from the Administered 
Areas continues to tend to be at the possible minimum. As 
Sir Mirza Ismail said once pithily, Mysore administration 
has nothing in its pocket to be ashamed of, and it is the 
barest duty of the Central Government to co-operate with the 
Mysore Government in the latter’s march forward, by 
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cancelling the tribute and handing back the Administered 
Areas in Bangalore. Contributions are due to the Mysore 
Government from the Government of India on account of 
currency, posts and telegraphs, customs and petrol excise — 
all of which have been allowed or olfered to certain other 
States by the British Government and not to this front-rank 
State, On railway and harbour facilities, the attitude of the 
British Government is equally mysterious. The small gap 
between Chamarajanagar and Satyamangalam (now being 
linked at heavy cost to some extent by buses and lorries) 
should have been connected long ago, the result of which 
would have been to make the llindupur-Satyamangalarn line 
the chief artery for traffic between North and South India, 
Hyderabad fared better by connecting Gadwal and Karnool 
(thus connecting Manrnad and Chamarajanagar) and Kazipet 
and Ballarsha (connecting the extreme south of India with 
Delhi and the northern frontier). But, the M, S. M. Rly. 
Company and the British Government have closely co- 
operated in postponing this vital connection between 
(ihamarajanagar and Satyamangalam. Similarly, the 
Bhatkal railway and harbour scheme has been put in the ice 
box for decades with the result that the rich jK)tentialities of 
the Mysore Malnad are still a sealed book for want of an 
outlet, and Mysore trade suffers the unjust extra transporta- 
tion charges betwetm Bombay and Bangalore to and fro. In 
all these matters, it is hoped that with the advent of the new 
Ruler to the throne of Mysore, a new momentum will be 
initiated towards the satisfactory solution of these outstand- 
ing and fundamental financial problems. 

Readjustment of FundajnentaU 

Financial ills of governments in India have been chronic 
for three main reasons — apart from wanton extravagance 
and consequent insolvency which might be considered an 
abnormality. The system of annual budgets and lapses 
usually caused hurry and waste in the closing weeks of the 
financial year : it was like seasonal fever which caused many 
an error of judgment and left the organism weak for the next 
few months — to be followed again by the next season of 
excitement and unsteadiness. The next handicap was that 
F. 18 
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the purpose of supporting the purchasing power of the 
Hyderabad currency. In addition to the general and 
deposits reserve, a new reserve was constituted later called 
the industrial reserve for giving help in the shape of 
debentures or loans or advances at moderate rates of 
interest to large industrial concerns, and to use the interest 
itself in helping smaller industries. 

The third and the most important leform is known as 
the departmentalisation of the finances. Under this scheme, 
the Finance Department makes a forecast at the beginning 
of each triennial period of revenues which are likely under 
normal conditions to accrue during the three years. With 
this as a guide and in consultation with the other departments 
of Government, the Finance Department fixes the normal 
budget grant of each department for each year of the 
triennial period. The word “ normal ” might perhaps 
convey the false impression that the forecast will be rigid 
and static, making no allowance for provision for growth 
and development during the contract period. Nothing could 
be farther from the truth. In fact, just as the forecast of 
revenue made at the beginning of each triennium on which 
the norm of revenue is based, includes anticipated ordinary 
increases, so the estimate of the annual requirements of each 
department, framed in consultation with that department, on 
which the norm of expenditure is fixed, includes provision 
for such development as the department can foresee during 
the three-year period. If, on the conclusion of a triennial 
period there is any surplus, that surplus also is distributed 
among the various departments together with a moiety of the 
estimated amount which a department has failed to spend at 
the end of the contractual period, while the other moiety 
continues to stand to the credit of that department during 
the next triennium. From the reserves thus created, extra 
grants are made — preferably for schemes which do not 
involve a recurring liability, which can be completed in a 
given time and the total cost of which from start to finish can 
be reckoned; such for example as the provision of buildings 
and equipment for various departments, especially those 
concerned with internal development, roads and communi- 
cations. 
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In order that expenditure under such heads as famine 
(which recurs inevitably but after a cycle of years), or 
redemption of debt which has to be effected in a given period, 
may not cause any disturbance in an otherwise clear financial 
programme, regular and separate reserves have been formed, 
to which fixed annual allotments are made so that the estimat- 
ed liability may be covered when it actually occurs, without 
affecting normal activities. 

The system makes for a well deliberated and far-seeing 
programme with due care and economy in the expenditure, 
it avoids the rush of often hurried and ill-considered ex- 
penditure at the end of a budget year in which the spending 
departments are apt to indulge, where the system .of grants 
lapsing at the close of the financial year obtains. Although 
the Finance Department expressly reserves to itself the right 
to reduce the contract grants of the various departments in 
case of some grave financial emergency, it has not so far 
exercised this right. During the last 18 years, not only have 
the triennial contracts with the departments never once been 
broken, but wdiere good and sufficient reason has been shown,* 
Government have sanctioned extraordinary expenditure by 
departments over and above contract grants. 

It was in 1922-23 that these reforms were Introduced 
in all departments in Hyderabad, and similar reforms with 
some variations were contained in the convention of the 
vSeparalion of the railway from the general budget of the 
Government of India in 1924. Eighteen and sixteen years 
have passed respectively after these events, but what wonder- 
fully different results have emanated ! The prime fact to be 
noted is that the Finance Department in Hyderabad has been 
all eyes during these 18 years while the British Indian 
Finance Department has given proof of a prolonged coma 
during the 16 years following the railway budget convention, 
in so far as little was done to check the growing deterioration 
in railway finance. Timely checks should have saved both 
the railway and the general coffers of the Government of 
India from the present losing position. 

First Fruits of Hyderabad Financial Reforms 

The following are the first fruits of the financial reforms 
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in Hyderabad, during the fifteen years for which the Right 
Honourable Sir Akbar Hydari was Finance Member after 
the reorganisation was begun by himself : 

The surpluses that accrued from the excess of current 
revenue over current expenditure amounted to about 14^ 
crores. Out of these, almost half was given to departments, 
mainly Public Works for buildings and roads, and nearly 
one-fourth was laid aside for famine insurance and debt 
redemption. Of the remainder, three-fourths of a crore was 
used in instituting the Industrial Trust Fund, and over 3 
crores for the purhcase of the Railway (which was not 
expenditure but a well paying investment). The capital 
outlay during this period was ]3i crores as shown 
beiow^ : 

(1) Rs. 7 crores for the construction of new" railway 

lines; 

(2) Rs. 5“^ crores for irrigation works; 

(3) Rs. I crore on City Electricity; 

(4) Rs. 25 lakhs on telephones and district electri- 

city; and 

(5) Rs. 25 lakhs on miscellaneous capital undertak- 

ings like mines, printing, etc. 

Against these assets in the form of capital outlay and 
reserve, the debt outstanding was only Rs. 7^ crores. We 
have in the Railway and the City Electricity Department two 
valuable assets which on our books stand at about Rs. 18| 
crores, bringing in a net annual income of nearly Rs. 
crore, and the various reserves amounting to over 12^ crores 
have been fully invested in securities of the Government of 
India.” 

Sir Akbar’s own w^ords and those of his successors in the 
Finance Department depict the situation best: 

It seems paradoxical that with revenues hard hit by 
the prevailing depression and without levying any extra 
burden on the tax-pyer of the State, who I may add in 
parenthesis has never yet paid any income-tax, it has been 
possible for financial equilibrium to be maintained. The 
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result is entirely due to two factors. One is that the expendi- 
ture of these Dominions has not been geared up to a high 
level of taxalion. The other and equally important factor 
has been that His Exalted Highness’ Government have ever 
since the beginning of this century believed in steady rather 
than in a spectacular advance in the matter of expenditure. 
Step by Stef), as funds become available, activities begun at 
first on a small scale have only been expanded, il justified 
in the light of experience and as funds became available. 
This apf)lies more especially to recurring expenditure. 
H. E. H.’s Government have always lieen and still are 
extremedy strict in adding to their permanent recurring 
liabilities. This is not to say that every year does not see 
some addition to our recurring exjienditure : we add to it 
gradually as we see our resources expanding and not in vague 
anticipation of expanding revenues. The same policy of 
embarking on projects only when funds are available or in 
sight, has been followed in regard to non-recurring expendi- 
ture, such as on irrigation works, roads and railways; but 
bexause from its very nature, capital expenditure on any 
scheme is limiunl in its duration and the total cost capable 
of being estimated, GoveiTiment has been alile to be much 
more generous towards schemes of non-recurring expenditure 
than it has been and is to expenditure entailing a permanent 
addition to our liabilities. It is light taxation and a strict 
control over increases in recurring expenditure that has 
under Providence enabled these Dominions to come through 
financially sound out of perhaps the most difficult period in 
their recent economic history*’ (extract from Sir Akbar 
Hydari’s Budget Note for 1933-34). 

" Within this steel frame of prudent finance (Sir 
Akbar’s), freest scope is allowed for the growth and develop- 
ment of the Departments; and although the rules do not 
entitle a Department to demand fresh allotments during the 
currency of a triennium, the Finance Department endeavours 
to meet any unexpected requirements that the Departments 
can justify. That the contracts with the Departments are 
made in a generous spirit will be evident from the fact that 
unspent amounts, half of which the Departments were allow- 
ed again to take to their credit for the next triennium, 



846 


S. KESAVA IYENGAR 


amounted to Rs. 35*69 lakhs in 1332 — 34^ (1923 — 25), 
Rs. 48*91 lakhs in 1335 — 37 (1926 — 1928), Rs. 85*99 lakhs 
in 1338—40 (1929—31), Rs. 101*05 lakhs in 1341—43 
(1932 — 34) and are expected to come to Rs. 77*87 lakhs in 
1344 — 46 (1935 — 37). The actual Departmental savings 
in this triennium were Rs. 151*22 lakhs. Every pie of the 
surplus that accrues from year to year is distributed in the 
shap( of additional non-recurring grants for departmental 
equipment and works of public improvement and utility. 
One special feature of Hyderabad Finance is that it 
eliminates the chances of deficit budgets. Surplus is touched 
only when it actually accrues and not before. Loans for 
financing capital works and commercial undertakings are 
not floated unless an adequate provision to the credit of the 
Debt Redemption Fund is made in the Budget for its com- 
plete amortisation before the date of maturity. The 
creation of the Famine Reserve which stands at the substan- 
tial figure of Rs. 285 lakhs insures against disturbances 
which the occurrence of famine conditions must otherwise 
cause.” (Extract from Nawab Fakhr Yar Jung Bahadur’s 
Budget Note for 1937-38). 

'‘When I presented my Budget last year, 1 had stated 
that we looked to the future with confidence : this optimism I 
still maintain. If we steadily pursue the policy hitherto 
followed of regulating the growth of expenditure according 
to the resources at our disposal, the stability of Hyderabad 
Finances must continue unshaken. A faster pace must be 
attended by an equally rapid development of potentialities 
of existing resources or the search for new ones.” (Extract 
from Nawab Fakhr Yar Jung Bahadur’s Budget Note 
for 1938-39). 

‘T may mention in the end that the Finance Department 
had made it their special care to see that all proposals 
affecting the prosperity and the advancement of the people 
of Hyderabad should not suffer for want of timely financing. 
With this object in view the Finance Department have, in 
spite of the strain of war, and famine, undertaken to advance 
a loan of Rs. 40 lakhs to the Hyderabad Municipal corpo- 

^ The Hyderabad year is “FasU” — from October to Sopternber. 
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ration for providing civic amenities to its citizens. A loan 
of Rs. 15 lakhs is being given to the District Local Funds for 
carrying out their public schemes with expedition. The 
grant of the Well Sinking Department has been increased 
from Rs. 5 to Rs. 8 lakhs, so that protected water supply 
may be provided in all the villages of the Dominions. An 
additional grant of Rs. 5 lakhs has been given to the District 
Water Works lor 3 years to accelerate the progress of drain- 
age and water works in the Districts. The Finance Depart- 
ment have also taken upon themselves the liability of meeting 
the cost of the Public Health Scheme and dispensaries in 
district towns which at present are borne by the medical cess 
of the local funds, so that the district local bodies may not be 
handicapped in starling their labours under the new Consti- 
tution. The cost of j)riniary education has been taken over 
by the Government, for which the Finance Department had 
provided an additional allotment of Rs. 1\ lakhs in the 
current triennium with a promise to raise it to Rs. 12 5 lakhs 
in the course of the following five years, which promise has 
been redeemed by providing the additional one lakh in 1350 
(1940-41) Budget. The Finance Department are fully alive 
to the necessity of developing the industries of the State, and 
would offer full support to the Advisory Committee which 
has been set up by Government for furthering the industrial 
development of the Dmninions taking advantage of conditions 
created by the War.” (Kxtract from Nawab Mahdi Yar 
Jung Bahadur’s Budget Note for 1350 (1940-41), 

On 6th October, 1940, the several Reserves were 

O. S. Rp. in lakhs 


Debt Redemption Reserve . . , 337*54 

Famine Reserve . . . 293 38 

Industrial Reserve . . . 219* 15 

O. S. Stabilisation Reserve ... 361*62 

Deposits & General Reserve . . , 64 67 

Paper Currency Reserve . . 1650 94 


Financial Protestantism 

“The theory of Economics does not provide a body of 
settled conclusions immediately applicable to policy. It is 
F. 19 
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a method rather than a doctrine, an apparatus of mind, a 
technique of thinking, which helps its possessors to derive 
correct conclusions.” — J. M. Keynes. 

This idea is perhaps vividly illustrated by the financial 
method and policy inaugurated by the Rt. Hon’ble Sir Akbar 
Hydari in 1922 and worked so successfully over a period 
of 18 years. From the \ iewpoint of orthodox axioms and 
practice in Finance, Sir Akbar’s triennial contracts, his 
adherence to the generally considered obsolete sources of 
revenue, and his beginning at the ‘‘receipts” end and “"cutting 
the coat according to the cloth” in schemes and measures of 
social advancement and relief — these should look heterodox, 
but the conclusions have proved correct and efficacious in 
practice. And the “technique of thinking” possessed by 
this veteran financier has drawn for him unqualified appre- 
ciation at the hands of all wings of economic and financial 
thought. 

British Indian Railways 

The ills of the British Indian Railways are too well 
known to need any detailed narration. It will serve our 
purpose if we review the events briefly. Started in 1845, 
the Great Indian Mutiny gave an impetus to the extension of 
the Indian Railway system, and that with British capital 
(“there was no private capital in India for railway con- 
struction” — so that two birds might be killed with one stone. 
1859 saw the contracts wuth 8 British companies for the 
construction of 5,000 miles of Indian railway, involving a 
capital outlay of £52 million. Interest was guaranteed at 
5 per cent (half-yearly settlement at 22d. per rupee) by the 
Government, and land w^as to be granted free. Any surjdus 
was to be divided between the Government and the companies 
half and half. At the end of 25 years, the Government of 
India could take over on fixed terms, and even before that, 
Government was entitled to supervise expenditure and th(^ 
working of the companies. 7 he contracts proved very ex- 
pensive, there having been over-capitalisation practically at 
every step, ignoring local conditions. Deficits began on 
railways, and then Government launched a policy of railway 
construction directly by themselves. This proved a failure 
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and once again railway construction was given over to 
comi)anies — this time on easier terms. During the severe 
famine and exchange weakness of 1879, 4 companies were 
floated, and the Nizam’s Guaranteed State Railway Company 
was guaranteed interest on 330 miles of railway. By 
1890, 8494 miles had been completed, but the frontier lines 
were ‘‘ballasted with rupees” — such was the heavy capital 
outlay per mile. 

In the 20lh century, the financial results of the Indian 
railways were spasmodic, sometimes yielding small net 
returns, often developing heavy deficits: in the year 1900, 
there was a small profit for the first time, and railway earn- 


ings were 

Y ear. 

Net gain 
£ million 

1907-08 

+ 2 000 

1908-09 

- 1-243 

1919-20 

-f 10-573 

1920-21 

-t- 3-767 

1921-22 

- 6-182 

As a result of action 

on the Acworth Committee Report, 

the earnings were 

1922-23 

-f 0-813 

1923-24 

4- 4-275 

1924-25 

4- 8-579 

1925-26 

-f 5-796 


The main recommendations of the Acworth Committee 
weie that economy should be realised by amalgamating 
smaller companies, and that private enterprise should be 
allowed to come in only when the State could not do con- 
struction work for any special reasons. 

Then came the Convention on the separation of the 
Railway Budget, and all seemed well. “The final resolution 
agreed to by the Assembly on September 20, 1924, and 
accepted by Government differed from the original resolu- 
tion in that the yearly contribution had been placed at 1 
per cent instead of 5/6th per cent on the capital at charge. 
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and if the surplus remaining after this payment to general 
revenues should exceed Rs. 3 crores, only 2/3rds of the 
excess over 3 crores were to be transferred to the Railway 
Reserve and the remaining one-third was to accrue to general 
revenues. At the same time, a Standing Finance Committee 
for Railways was to be constituted to examine the estimate 
of railway expenditure and the demand for grants, the 
programme of revenue expenditure being shown under a 
depreciation fund. This committee was to consist of one 
nominated official member of the Legislative Assembly as 
chairman, and 11 members elected by the Legislative Assem- 
bly from that body. This would be in addition to the 
Central Advisory Council which will include the members 
of the standing committee for Finance and certain other 
official and non-official members from the Legislative 
Assembly and the Council of State. These arrangements 
were to be subject to periodic revision, but to be provision- 
ally tried for at least 3 years. They would, however, only 
hold good as long as the E. 1. Ry. and the G. 1. P. Ry. and 
existing State-managed railways remained under Slate 
management, and if any contract for the transfer of any of 
the above to company management was concluded, against 
the advice of the Assembly, the Assembly would be at 
liberty to terminate the arrangements in this Resolution. 
The Assembly in an Addendum recommended that the 
Railway services and the Railway Board should be rapidly 
Indianised and that the stores for the Stale-managed Rail- 
ways should be purchased through the organisation of the 
Indian Stores Department.” 

The State Railways in British Indian earned the 
following rales on capital at charge during the years succeed- 
ing the 1924 Convention: 


Year. 


Rate of return 
per cent. 

1924-25 


5*9 

1925-26 


5-2 

1926-27 


4-9 

1927-28 


5*3 

1928-29 


50 

1929-30 


4-5 
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British Indian Railway '^Raids ” 

With the 1930 depression, the story of the Indian 
railways turned round the corner into a series of deficits. 
‘The precise nature of the present difficulties is mainly the 
consequence of the financial policies pursued by the Indian 
Railways after the advent of the depression in 1930.” 
The practice of postponing their current liabilities and 
draining on their reserves was allowed to continue for about 
a decade by the Finance Department and the Finance Commit- 
tees at the Centre, and naturally the position became quite 
hopeless at the end of the period — that of a spoilt child 
grown into comparatively inelastic manhood. The Railway 
Reserve Fund was wiped out, the Railway Depreciation 
Fund was drawn on and reduced to a half, and the contribu- 
tions to the general revenues according to the 1924 (Conven- 
tion were suspended. By April 1, 1940, the accurnulatt^d 
deficits of 10 years were Rs. 67 crores, working at 8 8 per 
cent of the capital-at-charge on State-owned railways. The 
three years’ moratorium spelt, not a revival, but definitely 
worse conditions. Attempts were made to score out these 
accumulated dues so that the Railway management could 
continue with their “raids” with greater legitimacy and 
equanimity, but both the Central Legislatun^ and the Wedg- 
wood Committee were against this. Luckily for the railway 
“ experts,” the war came in, and naturally, there was no 
time to think of the 1924 (Convention and the dues on account 
of past deficits. On the other hand, a new policy has begun 
of seriously claiming that the Indian railways have worked 
very well financially, and they stand much better compared 
to the railways in other countries. The old dues are ignored, 
and it is claimed that during the years 1938-39, 1939-40 
and 1940-41 (estimates), the “surpluses” work at Rs. 1-37, 
Rs. 3*61 and Rs. 8*29 crores! It is declared: “The facts 
warrant quite a gratifying view of the financial position of 
Indian railways in the existing unsettled world conditions.” 

“ Howling from roof tops ” with the hope that even 
black lies will change into accepted truths by repeated 
dinning — that is Dr. Goebbels’ formula, but the widely 
advertised claims of the British Indian Railways are no less 
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chirr\erical. As though all considerations were not given due 
weight at the time of the Railway Convention, strategic lines 
are said to involve the general railway finances in a deficit 
of Rs. 2 crores annually, and it is claimed that this should 
be excluded while judging on the working of the Indian 
railways. In many cases, it is claimed, purchase prices were 
at premium, and therefore, due margin should be left on 
that account also. These purchase prices were paid with 
full consciousness, and the Railway Budget must face the 
consequences thereof. Here again, the unequivocal 
negligence of the Central Finance Standing Committee, the 
Central Finance Department and other concerned bodies 
is clear. Capital outlay on many other lines is not remunera- 
tive, and yet guaranteed interest has got to be paid. In this 
the responsibility of the Finance Department is plain — the 
rates of interest should have been brought down by negotia- 
tion or at the expiry of leases, to fit in with the general eco- 
nomic conditions of the concerned railways, and again, costs 
should have been cut down on lines which tended to prove 
unremunerative. 

Fourthly, it is claimed, the Wedgwood Committee was not 
able to point out any further economies of first-class 
magnitude. It does not require any committee to say that 
the coat should be cut according to the cloth available, and 
if the Finance Department thought that the railways could be 
allowed to develop into a white elephant feeding on the 
general revenues of the Centre and Provinces, that was the 
‘‘ unkindest cut ” they could make on their defenceless 
ward.” Another contention was that the Indian railways 
were losing about Rs. 4*5 crores a year on account of road 
competition. The Mitchell-Kirkness Committee on road and 
railway competition was published in 1933, but little has 
come out of it in practical economy and co-ordination. The 
predicament is entirely due to bankruptcy in policy. The 
splendid results shown by the Hyderabad State as a conse- 
quence of the co-ordination of rail, road and air, are given 
later in this Paper. Sixthly, it is argued that wages raised 
in times of high prices could not be reduced during 
depression. This argument would be all right provided the 
money to pay came from some body else’s pocket, and so far 
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as the policy-mongers at the Centre were concerned/ the 
money did come from “somebody else” ’s pockets. 

The Niemcyer Diagnosis 

The present position is that 6 out of 9 principal railways 
in British India are working at a loss even if actual interest 
charges are taken into account. There has been over- 
capitalisation even after 1924. Sir Otto Nierneyer made no 
secret of this and said : “The position of tlie railways is 
frankly disquieting. It is not enough to contemplate that in 
5 years’ lime the railways may merely cease to be in deficit. 
Such a result would also tend to prejudice or delay the relief 
which the Provinces are entiled to expect. I believe that 
both the early establishment of effective co-ordination 
between the various modes of transport and the thorough- 
going overhaul of railway expenditure in itself are vital 
elements in the whole Provincial problem.” On the 
contrary, the trend of expenditure is still on the rise, with 
numerous sinecure jobs and extra-national scales of salaries 
for British employees in view of war conditions. It should 
prove instructive to see that the ratio of working costs during 
1938-39 was 67* 1 on state-owned railways in British India, 
49*3 on the Nizam’s State Railway, and 70*29 on the Mysore 
State Railways — in the first two cases, including contribu- 
tions to the respective Railway Depreciation Funds, in the last 
case including contributions to the Depreciation Fund and the 
Railway Surplus Profits Fund. To claim it as a credit that 
the ratio is lower on Indian railways than on British and 
American railw^ays would be to close one’s eyes to the fact 
that costs on account of raw material and labour are much 
lower in India than in those countries. 

'^Commercialise^ Indian Railways 

The glaring and haphazard mis-rnanagement of Indian 
railway finance has resulted in lowering the pulse of national 
economic life. Sir Otto Niemeyer’s Award contemplated 
substantial contributions from the Central revenues to the 
Provinces for providing more reasonable funds for develop- 
ment work, out of the excess of railway contribution to the 
Central revenues and income-tax realisations put together, 
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but Sir Otto’s hopes have been nipped in the bud, and due 
to war conditions, the Amending Orders have superseded the 
Niemeyer Award. What is the net result of all this? The 
Provinces left with lean resources with the hope of getting 
some support from the Centre, are left alone (some of them 
with depleted resources on account of the prohibition move- 
ment), and work is being manufactured for the new Federal 
Court in the shape of appeals against new Provincial taxation 
and surrender of old types of taxation. With the prospect 
of customs duties dwindling, partly on account of overseas 
supplies becoming less and less available, and partly due to 
development of indigtmous industries, it would be a mystery 
if the Central Government did not, in the interests of the 
country as a whole, set up immediately, a Committee with 
full powers in order to concert measures for "V’omrnercialis- 
ing” Indian railways, thus putting an end to the variegated 
fancy dress patrol we have had for about a century. 

Hyderabad Railways 

The picture of the Hyderabad Railways presents a 
strong contrast to this fairy (and sorry) tale of British Indian 
railways. The main features of Hyderabad railway finances 
have been the building-up of a special railway reserve which 
would enable the Government to purchase the Railway when 
the lease expired; continuous negotiation on saving for the 
Hyderabad (knernmenl, taxes levied by the British Govern- 
ment on shares held by the Hyderabad Government in the 
N. G. S. R. Company incorporated in England; great discre- 
tion in handling proposals for new lines or new connections 
on account of potential difficulties at the hands of the Govern- 
ment of India and the companies working neighbouring 
railway lines in the matter of rates and jurisdiction; the 
purchase of the Railway in 1930, fortyfive months before the 
expiry of the lease; and an extraordinary success after that 
in making the Railway pay better year after year, at the 
same time leading to substantial improvement in conveniences 
to the public, by launching a scheme of co-ordinating rail, 
road and air. Even by 1922, the Railway Purchase Reserve 
stood at about £2 million, and contributions were made every 
year to this Fund. 
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Rates & Jurisdiction 

On the State policy towards the construction of the 
Gadwal-Karnool Section and the Kazipet-Ballarshah Line, 
the observations by the Rl. Hon’ble Sir Akbar Hydari (then 
Finance Member) run thus: 

“ The negotiations with regard to the construction of 
the Gadwal-Karnool and Kazipet-Ballarshah lines, have 
brought out into prominent relief the dilllculties with which 
H.E.H.’s Government are confronted in their Railway 
programme on account of their land-locked position which 
necessitates their trunk lines being aligned on foreign 
railways at junctions in British India. One difficulty is the 
question of rates on which restrictions are sought to be 
imposed by neighbouring railways, in some cases even after 
the Government of India and the Secretary of State have 
accorded their sanction. These restrictions are in many 
cases obviously such as cannot be defended upon any ground 
of public policy other than a remote possibility of reduction, 
to a very small extent, in the earnings of these railways, a 
reduction which would in all probability be more than made 
up by the general increase that must follow any expansion of 
the railway system. Another difficulty is the demand for 
cession of jurisdiction on the whole course of the line which 
means the practical cutting off from H.E.H.’s Government of 
large slices of their territory. These and other difficulties 
must naturally tend on the one hand to divert the railway 
policy of the Government more and more from the construc- 
tion of trunk lines which would link up the Dominions with 
the rest of British India and make their railways form an 
organic part of the general Indian railway system, and on 
the other hand to concentrate it more and more upon purely 
internal feeder lines where neither any question of rates is 
raised by neighbouring railways nor is any cession of 
jurisdiction demanded by the Government of India.” 

On the other hand, the position of the Nizam’s Stale 
Railway on sections worked by them in British Indian 
territory, linking up their lines respectively with Manmad, 
Bezwada and Dronachalam, is an embarrassing one: 
‘"sovereignty” is retained on such sections by the British 
F. 20 
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Government, ‘‘possession” is ceded to the N. S. Ry., but 
“jurisdiction” (civil & criminal) is reserved by the British 
Government. 

Unwise Taxation 

Sir Akbar’s observations on the injustice of British 
taxation on income from the property of the Hyderabad 
Government within their own jurisdiction but on the books 
of the N. G. S. R. Company in London, are equally frank: 

“ Although our railways are being now financed practi- 
cally entirely by our Government, and their earnings are 
derived entirely from our own people in our own territory, 
yet owing to the Company running them being an English 
Company, even the moiety of the sur})lus profits that falls to 
the Government’s share is subjected to very high English 
income and corporation taxes. The portion of the net earn- 
ings that will continue to find its w^ay into the coffers of the 
Government of England, is so considerable as to make it 
imperatively necessary that our Railways are financed in a 
way that will enable the transfer of the Company from an 
English to a Elyderabad domicile being eifecled as early as 
possible.” 

The Hyderabad Railway Purchase 

The purchase of the Railway in April, 1930, 45 months 
before the expiry of the lease, is anolher financial feat which 
has meant less payment, avoidance of deterioration of the 
railw^ay during the last months of the lease, and scope for 
the Hyderabad Government to launch their new schemes 
earlier than otherwise. On April 1, 1930, £8*3 million were 
paid to the N. G. S. R. Company against a calculated liability 
of £8 432 million, thus saving for the State £132.565 plus 
the total net earnings as from that date, the details being as 
follows : 

Vnlne (on 1-4-1930) of the purchase price on 

January 1, 19;14 ... ... ... £ 933, 833 

Value (on 1-4-193')) of the rlividonJ that would have 

been earned by the N. G S R Company British 
shareholders (iurin^J: the 45 months ... £ 2,118,187 

£ 8,652,020 
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Value (on 1-4-193^)) of English income-tax saved 
1)3^ the Nizam’s Government on their net 
earnings ... .. ... . . £ 380,545 


£ 8,432,505 


And this Hyderabad Railway Purchase was probably 
the very first case in India (in which British capital was 
directly concerned) where business considerations alone 
determined the course of action. It should have been very 
easy for the Brilish Government to impede the negotiations 
in some way or other (if for nothing else, at least for saving 
the income and corporation taxes about to be lost) : it should 
have been equally easy for the Government of India to 
“advise” the Imperial Bank against the accommodation given 
to the Hyderabad Goveimment and against the trusteeship 
vested in its hands under the Agreement of March 8, 1930. 

The normal rate of dividend distributed by the N.G.S.R. 
Company was 18 per cent, but the receipts on account of the 
Railway by the Hyderabad Government were quite small as 
shown below: — 


Yjoar. 

Kpc(^i|)t.s by tlie 
Hydernbad Govt 
from Jvailwayy, 

1923-24 

24 06 lakhs 

1924-25 

G 

CO 

1925-26 

••• 3215 „ 

192G-27 

39-41 „ 

1927-28 

37-12 „ 

1928-29 

- 47-57 „ 

1929-30 

45-72 „ 


British Indian and Hyderabad Railway Earnings 

To what different results the care and watch of the 
Hyderabad Finance Department and the indifference and 
neghict of the Indian Finance Department have led can be 
seen from the following figures: 
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British indlan Railways Hyderabad Railways 


Open mileage 

Capital at charge on 

41,134 


1,360 

March 31, 1939 

Rs. 755 

crores 

1,458 lakhs. 

Year. 

Net return 
crores of Rs. 

percentage 
of return. 

Net return 
lakhs of Rs. 

Percentage of 
return. 

1930-31 

2602 

3*5 

108-98 

8*1 

1931-32 

22*93 

3*0 

91-47 

6*7 

1932-33 

21*86 

2*9 

84-86 

5*9 

1933-34 

23*69 

3*1 

83-80 

5*8 

1934-35 

25*70 

3*4 

89-79 

6*2 

1935-36 

26*51 

3*5 

85-96 

5*9 

1936-37 

30*84 

4*1 

108-71 

7*4 

1937-38 

32*02 

4*2 

122-46 

8*3 

1938-39 

30*67 

4*1 

1 lO-Sf) 

8*0 


On 31 — 3 — 1940, the British Indian Railway Deprecia- 
tion Fund had Rs. 30*58 crores, and the Hyderabad Railway 
Depreciation Fund was at Rs. 81*4 lakhs, the General Rail- 
way Reserve Fund of the latter having been at Rs. 23*29 
lakhs. The British Indian Reserve works at less than 4 per 
cent on capital at charge: the two Hyderabad Reserves put 
together work at more than 7 per cent. 

The figures in this Table for Hyderabad State are all 
in B. G. Rs. only. 

Note — “Return on outlay” is arrived at after taking 
into account contributions made to the depreciation fund, but 
is different from ‘‘net profit.” 

At the Hyderabad rate of return, the net earnings from 
the British Indian Railways should have been, not Rs. 30*67 
crores, but Rs. 60*40 crores; that is, the earnings are 29*73 
crores less. Not that European management cannot eco- 
nomise : the General Manager in the N. S. Railway through- 
out the post-purchase period has been a European, but his 
policy and programme have been inspired by Indian 
Finance Members. 
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Hyderabad Railway Policy 

Ihe Rt. Hon’ble Sir Akbar Hydari had his eyes not only 
on direct monetary returns but also on the wider issues 
involved in a policy of Slate ownership and management of 
railways. When the Railway was purchased in 1930, he 
said : 

“ The prospects of being in a position to ensure 
effectively the wellbeing and contentment of all the workers 
on the Railway with due regard to the claims of the general 
tax-payer and of the travelling and trading public, has been 
the governing consideration of the Nizam’s Government in 
purchasing from the private company the ownership of the 
Railways passing through the State, as much as any calcula- 
tion of direct financial gain by the transaction.” 

Transport Co-ordination 

The result of the policy of co-ordinating rail, road and 
air are seen from the figures given in the report for 1939-40: 

“ The N. S. Ry. Road I'ransport Services realised gross 
earnings of Rs. 29*6 lakhs which are a record, being Rs. 0*9 
lakh more than those of the previous year. Ihe working 
expenses decreased by Rs. T9 lakhs compared with the 
previous year, and the net earnings increased by Rs. 2‘8 
lakhs. The route mileage operated by these Services slight- 
ly increased during the year from 4069 to 4082. The 
number of passengers carried was 12 million. The weight 
carried by the N. S. Ry. Goods Road Transport Services 
increased by 14 per cent to 60,000 tons.” 

Maps are supplied along with lime tables for the 
benefit of passengers, and rail-cum-road excursions are 
arranged during the excursion season so that more and more 
of the public may realise the facilities offered by the 
R.M.T.S. During 1939-40, the capital outlay on the Road 
Services was B. G. Rs. 57 lakhs. The R.M.T.S. Deprecia- 
tion Fund had accumulated to B. G. Rs. 29 24 lakhs. That 
is, in about 7 years’ working, in spite of rapid expansion, 
the Road Services had developed a Depreciation Fund 
constituting more than 50 per cent of the capital outlay 
during the seventh year. All possible care has been taken 
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to ax^commoclate the ex-services on roads by purchasing iheir 
vehicles and employing their drivers. 

The lighting equipment and the extensions to the 
Aerodrome at Begumpet were completed during the year. 
This Aerodrome can now be ranked among the best in India. 
The work of levelling the sites for the landing grounds at 
Aurangabad and Adilabad is in progress. The Hyderabad- 
Bangalore-Madras route was surveyed and a bi-weekly 
sei^ice on this route commenced from the 9th April, 1940.” 

Hyderabad Railway Contributions 

The concrete help given by the Hyderabad Railways to 
general finances is acknowledged by the Rt. Hon'ble Sir 
Akbar Hydari in almost every one of his later Budget Notes, 
from which the following are extracted : 

Although the accumulations of our surpluses during 
the current triennium for expenditure in the next contract 
period might be comparatively small, a new source will 
emerge to strengthen our resources when the purchase price 
of the Railway will have been entirely paid off through our 
Railway Purchase Reserve in 1343 (1934), which will give 
a net increase to our revenues of at least half a crore a year.” 

A good deal of this activity would have been impos- 
sible had not the State Budget received material help from 
the purchase of the Railway from which the State received on 
an average about 20 lakhs a year in the quinquennial period 
1316 to 1320 (1907 — 1911) but which is now yielding 108 
lakhs a year. The purchase was effected by constituting a 
Railway Purchase Reserve in 1922 to enable the Government 
to purchase the Railway from the Company without any 
loan.” 

''British’^ versus Hyderabad Finance 

Cautious forecasts, vigilant checks, timely economy, a 
steady pace in "‘building” and in “ spending,” close co- 
ordination, foresighted negotiation, continued and consistent 
policy — these have been responsible for the present very 
satisfactory position of Hyderabad Finances. If only 
Hyderabad had been given more co-operation by the Govern- 
ment of India, her financial achievements would have been 
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more remarkable still. The 1902 Treaty secured 
Masulipalam as a free port for Hyderabad ships and trade, 
and no customs duty was to be levied by the contracting 
parties on goods not breaking bulk in their respective juris- 
dictions. On both these treaty rights, the unilateral inter- 
pretation is being advanced that a clause either not used at 
all or long in disuse does not continue to be operative. In 
one frontier district, British currency circulates while the 
Hyderabad currency is legal tender. This anomalous state 
of affairs hits the poor cultivator hard, and in spite ol all 
that is being done by the Hyderabad Government in order to 
make availabe the local currency for the payment ol land 
revenue, etc., it is an admitted fact that the poorer classes 
stand to lose considerably on account of the persistence of 
the British currency in Hyderabad area. Against represen- 
tations, a para in some correspondence is held up, and the 
Hyderabad Government is in consequence unable to insist on 
the use of Hyderabad currency only, within their own 
jurisdiction. The civil and criminal jurisdiction has been 
handed over to the Travancore Government by the Govern- 
ment of India on railways in that State, but Hyderabad 
(although the Premier State) has yet to get that jurisdiction, 
the ostensible excuse for the delay being that Hyderabad is 
in the midst of British territory whereas Travancore is in a 
corner. This reservation of jurisdiction has its financial as 
well as political aspects as this means so much less employ- 
ment to Hyderabad l\)lice, lawyers and courts, and so much 
inconvenience and annoyance to the general public. The 
Hyderabad Government does not get any remuneration or 
royalty on the Raichur-Sholapur Section : one does not know 
(nor is information available) whether it is open to the 
Hyderabad Government to purchase that section running 
through Hyderabad territory. As matters are, although 
O.S. currency is the coin of the land, the G. I. P. Ry. stations 
on the Raichur-Sholapur Section do not accept this currency 
(while the N. S. R. stations this side of Wadi do not accept 
B. G. currency except at Hyderabad and Secunderabad), and 
the result is that practically every one of the Hyderabad 
people in that area has got to carry two purses always, one 
B. G. and another 0. S. There have been instances in other 
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Slates of State trains or rail cars running on lines worked by 
foreign agencies in the State, for a remuneration, but we 
have as yet no such instance in Hyderabad. The new rail 
cars go up to Wadi and not beyond, whereas it stands to 
reason that no distinction should be made by the N. S. Ry. 
between Hyderabadees this side of Wadi and that side, and 
these rail cars should run through to the last railway stations 
on the Raichur-Sholapur Section within Hyderabad frontiers. 
Hyderabad postal rates and Mysore railway fares are lower 
than British Indian charges. Although Hyderabad has been 
according many rights and facilities to British post within 
the State through Nizam’s post offices, the British Indian 
Postal authorities have not thought it fit to grant reciprocal 
facilities, and the relations between the two sets of post offices 
within the State are so maladjusted that oftentimes the 
British post office collects ‘'not paid’" charges on letters 
stamped with Hyderabad stamps, and vice versa. Some- 
times, letters with British stamps posted in British post offices 
are transferred to the Nizam’s post offices for delivery (as 
delivery rights of the British post offices are restricted) and 
the Hyderabad post offices levy ‘"not paid"’ charges because 
Hyderabad postal delivery was available for such letters and 
yet the parties used British stamps and posted in British post 
boxes. Letters from outside the State although transferred 
to the Nizam’s post offices for delivery are not charged “not 
paid” but delivered free. On account of the insistence of 
jurisdiction by the Government of India, the Hyderabad 
Government have suspended the policy of ramifying the 
Dominions with an adequate number of telegraph offices. 
The local telephone system is spreading, but for business and 
commercial communication among the bulk of the com- 
munity over long distances, the telephone cannot serve as 
well as the telegraph, and the effect of all this on the industry 
and trade of the State is very reactionary. The Hyderabad 
Government is not allowed to adjust their protective tariff 
suiting local needs and conditions, in view of the 5 per cent 
maximum contained in the Treaty, although a 15 per cent 
import duty was allowed for some time on silver and so far 
as common salt is concerned, Hyderabad has been allowed to 
levy an import duty up to 50 per cent. In the name of 
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reason, such a discretion ought to have been aff orded in^he 
case of industries for which Hyderabad has magnificent 
natural facilities. 

Conclusion 

In spite of these and similar difficulties and obstacles, 
Mysore has developed into the Sweden of India and Hydera- 
bad into the U. S, A. of India (so far as financial prestige 
is concerned, but without the American deficits). Ultimately, 
these different results realised in these two premier sister 
States on the one hand, and the crumblings and collapses 
experienced in British India on the other, have to be 
traced to the fact that in these States, Finance has been 
managed and controlled by Indians, and in British India 
Finance has been managed by British interests. Values 
diffei considerably of same goods or services even between 
husband and wife and it is no wonder that the “good of 
India” is being interpreted differently by Britishers in India 
and in England, and by Indians themselves. The rarest of 
statesmanship is humanism, but British Finance in India has 
been humanistic more in the sense of predominant conscious- 
ness of self-interest than of occasional sympathy for its 
Dependency. 

The moral is simple. Anything like one nation 
guardianising the economic interests of another has no 
illustration either in history or in the contemporary world: 
the British use of Indian resources in peace as well as in 
war for their benefit is quite understandable, but what cannot 
be swallowed is the British claim that they have been the 
best saviours of the country’s economy. The few but 
crucial instances described in this Paper establish the thesis 
that men like Sir M. Visvesvaraya, Sir Akbar Hydari and 
Sir Mirza M. Ismail have been worthy custodians of national 
economic interests, although on a smaller scale within their 
own spheres of activity. And this in spile of numerous 
obstacles from Simla or Whitehall. It is indeed extra- 
ordinary that no Indian has been yet thought fit to hold the 
Finance portfolio with the Government of India. The 
financial structure, policy and programme which have 
brought Hyderabad and Mysore to their present bright con- 
F. 21 
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dition, specially the constant care with which the finances 
have been controlled and guided, deserve to be better known, 
understood and studied in other parts of the country. 

If for nothing else, at least for winning the war and 
safeguarding the Empire in the East in the future, ^‘British” 
Finance in India will do wisely to make use of some of these 
veterans and their successful experience in Indian States, in 
assembling properly factors of production in the country 
that have been ignored, unutilised or improperly used : 
disorganisation has been and is the most conspicuous feature 
of Indian economy. If we did not cast our “golden bullets” 
forthwith in adequate quantity (by raising production, 
employment, and consumption within the country to a reason- 
able standard), the slump after the War should be more 
terrible in consequences than during the War, 


APPENDIX 

Scheme of Departmentalization of Finances 

The Executive Council has desired that in future, a note 
should be attached, as an enclosure to each Budget Note, 
explaining the Scheme of the Departmentalization of the 
Finances, on which the Hyderabad Budget is framed. In 
accordance with this desire the following note has been 
framed for the benefit of those who have not had an oppor- 
tunity of reading the exposition of the scheme in previous 
Budget Notes. 

The main ideas of this scheme were formulated in the 
following paragraphs, when Sir Akbar Hydari presented his 
first Budget Note for 1331 Fasli (1921-22) on appointment 
as Finance Member. 

“ I shall try to eliminate as far as possible, from the 
ordinary revenue and service expenditure of the State, pure- 
ly temporary items of expenditure and especially those 
which should not genuinely be considered as such. For 
example, receipts on account of sale of funded investments 
like Government Promissory Notes might swell the cash 
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balance of the State, but being at the expense of our invested 
balances, their inclusion would distort a correct view of •our 
revenue income. Similarly, the profits from Osmania Sicca 
coinage, which formerly used to be invested in a separate 
reserve (the Kaldar Reserve), cannot be depended upon as a 
regular source of income, and, cannot therefore be treated in 
the accounts as an ordinary source of revenue. On the other 
hand, meeting the whole of the famine expenditure as part 
of the ordinary expenditure of the year in which the famine, 
after a cycle of years, happens to occur, abnormally 
exaggerates the position, as regards expenditure, of that year. 

One of the problems, to which the Financial Depart* 
ment proposes to address itself in the coming 
pepartmentali- year, is the revision of the classification of 
Finances. the heads ot receipts and disbursements in 

such a way as to exhibit each class in its 
true perspective and to earmark the different funded invest- 
ments under separate reserves according to the sources from, 
or the objects for which they have been constituted. There 
is also another object in view in this revision and that is what 
I might call, the Departmentalization of the Finances. In a 
passage that has become classic. Sir John Strachey showed 
how before the provincialization of the hnances in British 
India, it was the Province that cried the loudest, and not the 
one that deserved the most, that got the largest share from the 
common treasury of India — 

"" The local governments had no means of knowing the 
measure by which their annual demands upon the Govern- 
ment of India ought to be regulated. They had a purse to 
draw^ upon of unlimited, because unknown, depth. They 
saw on every side the necessity for improvements, and their 
constant and justifiable desire was to obtain for their own 
province and people as large a share as they could persuade 
the Government of India to give them out of the general 
revenues of the Empire. They found by experience that the 
less economy they practised and the more importunate their 
demands, the more likely they were to persuade the Govern- 
ment of India of the urgency of their requirements.” 

“Applying this analogy of the Provinces in British India 
to the different departments of this State, giving the most to 
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the department that cried the most was a policy which led to 
no practical difficulties when as ten or even five years ago, a 
surplus of over a crore or even a crore and a half out of a 
total revenue of between five and six crores was a normal 
feature of the State Budget. But this has become impossible 
now, when as will be observed I deal with the Budget figures 
for 3331 F., in detail, the highest receipt budget, that has so 
far been framed, is just sufficient to meet all the demands of 
expenditure to which the Government practically stands 
committed; and the policy, that suggests itself to me as the 
best at present for adoption, is to fix the total grant of each 
department for a number of years and give it a large measure 
of autonomy within that grant, subject of course, to such 
general restrictions as are necessary to avoid any undesir- 
able developments or precedents, and subject also to a rigid 
and really effective audit. The department must carry out 
whatever measures of reform it might desire to institute 
within this grant. If it happens to have any proposals for 
capital expenditure, it must provide, within its grant, for the 
amount of interest by which the earnings of the project fall 
short of the interest charges, incurred by the State in financ- 
ing it. If after such allocations of the ordinary income 
among the different departments and making due provision 
every year for the formation of specific reserves for such 
classes of expenditure as, like famine, come inevitably but 
after a cycle of years, there happens to be a surplus, it would 
be the happy privilege of the Finance Department to suggest 
how that surplus could be most profitably distributed, the 
first claim on it ordinarily being the department contributing 
to its creation and then of development departments like 
Education, Sanitation, Commerce, Industries, Irrigation, and 
Communications, that promote the mental, physical and eco- 
nomic efficiency of the people. Until, however, such a 
surplus is actually in the coffers of the State, the Members 
in charge would be trusted to see that the expenditure is kept 
from year to year within the grants fixed for them for a 
definite period.” The Scheme was sanctioned in 1331 F. 
and the following gives the latest version of the rules as 
passed by the Executive Council of His Exalted Highness 
the Nizam’s Government and subsequently amended, 
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I. The grants allotted to each department shall be 
fixed for three years beginning from 1332 Fasli provided 
that — 

(a) if any particularly adverse conditions like 

famine or severe scarcity arise, they will be 
liable to curtailment, 

(b) if there is any increase at the end of the year 

over the Normal Receipts, the excess will be 
distributed by additional allotments to the 
different departments in such a way as 
Government may decide. 


II. Each of the spending departments noted in the 
Post Office and ^ entitled to spend in addition 

Departmen ts to its normal grant any increase in its Receipts 
minUtratbn. proceeds of any cess, etc., that may 

be imposed lawfully for the service of that 

department. 


III. A department may be given in special circum- 
stances a special allotment for expenditure in advance, if the 
Government is satisfied that the Expenditure will be covered 
by a corresponding increase in the Receipts. 

. • IV. Each of the Commercial and quasi- 

tncity, Telephone, ^ i i i i 

Industrial Con- Commercial departments mentioned in the 

cerns, Jail Indus- margin shall have at its disposal: — 
tries, btationery ® ^ 

Depot. 

(n) its normal net grant, if any is fixed, and 

{b) the Receipts earned by it, out of which it will 
have 

(i) to defray all working expenses, 

(ii) provide for suitable depreciation, and 

{Hi) pay to Government interest at 5 per cent on 
the total Capital-at-charge. From the 
balance left it will pay such profits to 
Government as the circumstances of the 
department permit. 
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V. Every expenditure will be subject to Budget 
provision. Expenditure in excess of the normal grant will 
be allowed either in the circumstances mentioned in Rule 
III or if the department has an equivalent amount of surplus 
balance at its credit brought over from the previous year. 
Expenditure sanctioned by His Exalted Highness without the 
department initiating the proposal will be chargeable to the 
savings of the department, but if there are not sufficient 
savings after providing for previous commitments, the depart- 
ment will be entitled to a corresponding addition to its normal 
grant in excess of budget provision. 

VI. Percentage and scale charges payable under the 
rules on revenue collected, as also refunds, rebates, and 
remissions of excess collections shall not be subject to 
Budget provision. 

VII. The savings from departmental grants shall be 
placed at the credit of the department concerned for expendi- 
ture during the years of the contract, and at the end of the 
third year, one-half of the amount of the unexpended surplus 
of each department will be carried forward to its credit for 
the next period of the contract but the savings by reduction 
under the following heads will lapse entirely to 
Government : — 

1. Mansabs and special allowances. 

2. Yomias, Mamuls (not conditional on performance 

of service). 

3. Rusums. 

4. Reductions under Irregular Troops. 

5. Tahrir of Sarishtadars. 

6. All sinecure allowances. 

VHI. If any department desires an increase for its 
capital beyond the capital grant already sanctioned, it must 
provide within its grant, i.c., from its receipts, for the amount 
of interest at 5 per cent on the whole capital inclusive of the 
old as well as the new capital claimed. This will be the 
first charge on its gross receipts. 
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IX. The charges under Salaries and* allowances. 
Contingencies, and Supplies and Services, shall be regulated 
by the scales, rules and regulations in force from time to 
time. 

X. The departments will have full powers of inter- 
appropriation of grants under Contingencies and Special 
Charges (Supplies and Services) excepting the grants men- 
tioned in Rule VI. They will also have power to re- 
appropriate from Contingencies and Special Charges to 
Travelling Allowance and Tour Charges. 

XI. The savings under Salaries and Personal 
Allowances on account of appointments unfilled shall not be 
appropriated for the creation of permanent appointments, 
but may be utilised for the payment of arrears of pay or 
temporary appointments not costing more than the amount. 
Permanent reduction in establishment below the cadre fixed 
by Government on the recommendation of the Salaries 
Commission can be appropriated for the creation of new 
appointments as well as for increase in contingencies, special 
charges and other improvements of the department. 

XII. The allotments for Travelling Allowance and 
Tour Charges and also the provision for works under Forest, 
Buildings and Communications, Irrigation and Public 
Improvements and grants for Petty Construction and Repairs 
placed at the disposal of each department shall not be appro- 
priated for salaries and contingencies except with the express 
approval of the Finance Department, which will be accorded 
only in very exceptional circumstances. 


SUMMARY 

Time there was when Hyderabad was thought to be the 
beelzebub and Mysore the milch cow, both at the command of the 
British Imperialist in India. Times have changed. In their own 
ways, both Hyderabad and Mysore have developed ohiect-lessons 
of financial achievement. The keynote to the success of Hyderabad 
finances (dawning upon a long period of darkness and despair) lies 
in Sir Akbar Hydari’s three-fold scheme of re-classification of 
heads of revenue and expenditure differentiating as amongst admi- 
nistrative, development and commercial deparments, re-organisa- 



870 


S. KESAVA lYENGAK 


lion ‘of reserves enabling the Government to meet the bulk of 
capital outlay and famine relief expenditure from accumulated 
savings of previous years, and Departmentalisation ensuring a 
certain amount of autonomy to departments and concomitant eco- 
nomy — all tending to sein^e as a set of shock absorbers: the 
success of Hyderabad Railway Finance is unique : her “building” 
programme is gigantic : with slight adaptation, what has been said 
of the U.S.A. monetary system could be claimed for the Hyderabad 
financial system : “Thus evolved, the new Hyderabad financial 
machine . . . with throttles and brakes, with high, low and re- 
verse gears, differs considerably from the old financial horse and 
buggy contraption.” Mysore has attained her eminence through 
the broadcasting of cheap power and irrigation, through Govern- 
ment and Goveniment-aided industries making appropriate use of 
her special natural resources, and through wise taxation. Both 
have secured substantial advance in spile of numerous impedi- 
ments countenanced by the Imperial Government. In strong con- 
trast to the success achieved by these two premier sister Indian 
States, stand the staggering expenses in Britisir India on ad- 
ministration in general and the increase in tire number of high- 
paid and sinecure appointments in particular, the crumbling of 
railway finances, the evaporation of the Niemeyer Award, and the 
do-nothing policy (comparatively speaking) with regard to a cum- 
ulative mobilisation of iigricultural and industrial resources. 
Indeed, in many financial aspects, Hyderabad takes after the U.S.A. 
and Mysore after Sweden. Tliat some Indian States are backward 
in certain respects, that there is still vast scope for improvement even 
in these two States, and that the scale of operations is inevitably 
smaller than in British India, goes without saying it. But the pur- 
pose of this Paper is to explain by taking a few illustrations, that 
in matters of Finance, “Indian” finance in Hyderabad and in 
Mysore has fared much better than “British” finance in British 
India. And even today, these SlalCvH are under a greater handicap 
than Provincial Governments on account of the rule of thumb still 
being current coin at Whitehall .so far as Indian State economic 
matters are concerned,* 


* The Hyderabad and Mysore Governments are not responsible for 
views contained in this Paper. 
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The total indebtedness of the U. P. amounted to 
Rs. 15,16,09,000 on the 1st of April, 1921, when the Mont- 
ford Reforms were introduced. The following table shows 
the gjowth of indebtedness year after year since 1921 :* 


In Thousands of Rupees 


Y ear. 

Total at the 
beginning 
of the year. 

Total at the 
close of the 
year. 

Interest paid. 

1921-22 

1,51,609 

1,91,001 

5,749 

1922-23 

1,91,001 

1,88,557 

7,631 

J 923-24 

1,88,557 

1,96,447 

7,800 

1924-25 

1,96,447 

2,08,829 

8,339 

1925-26 

2,08,829 

2,26,282 

9,475 

1926-27 

2,26,282 

2,46,360 

10,993 

1927-28 

2,46,360 

2,56,535 

11,204 

1928-29 

2,56,535 

2,95,191 

12,538 

1929-30 

2,95,191 

3,06,008 

14,010 

1930-31 

3,06,008 

3,19,172 

14,613 

19H-32 

3,19,172 

3,32,026 

15,459 

1932-33 

3,32,026 

3,12,952 

16,156 

1933-34 

3,12,952 

3,13,798* 

14,536 

1934-35 

3, 13,798 

3,16,5562 

13,926 

1935-36 

3,16,556 

3,23,780^ 

13,811 

1936-37 

3,23,780 

3,04,019^ 

13,845 


* Appendix 8, Govt, of U.P., Historical Account of Provincial 
Finances 1921 — 37. 

^ Less 14 Lakhs in Sinking Fund. 

^ Less 28 Lakhs in Sinking Fund. 

^ Less 12 Lakhs in Sinking Fund. 

^ Less 61 Lakhs in Sinking Fund. 
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Prt^Reform Indebtedness. 

Pre-Reform Debts, i.e., a total amount of 
Rs. 15,16,09,000 were taken over by the Province as a result 
of llie Financial Settlement made under the Reforms intro- 
duced in 1921. 

There were two kinds of these debts: 

(a) Loans had been borrowed for capital outlay on 
irrigation works, productive and unproductive, from time to 
time. Indebtedness on this account stood at Rs. 12,19,46,000 
in 1921, and the Province was quite justifiably asked to 
assume responsibility for this amount. These loans were 
more or less permanent and could be repaid at option. 

(b) The Province had also been borrowing money from 
the Government of India for giving Takavi Loans and 
advances to Local bodies, Rs. 2,96,63 000 were recoverable 
from the Province on the Isl April, 1921. This amount was 
turned into a debt owed by the Provincial Government to the 
Government of India and was to be repaid in 12 years begin- 
ning from 1921-22. 

The Government of U. P. paid Rs. 25^ lakhs in 1921-22 
towards the extinction of this debt. Further payments of 
Rs. 25 lakhs annually were paid year after year, thereafter, 
till the entire debt was paid off in 1932-33 with a payment 
of Rs, 21,13,000. 

All the money was, however, borrowed from the Govern- 
ment of India since previous to 1921 the Provincial Govern- 
ment did not enjoy any power of borrowing in the open 
market The debts again were mostly productive and did 
not impose any undue strain on the tax-payers. 

Post-Reform Debts* 

The Reforms of 1921 introduced an important change 
so far as this power was concerned. With certain limita- 
tions Provinces were given the power to raise loans in open 
market although a Provincial loans fund was also maintain- 
ed by the Government of India. 

Both the sources have been lapped by the Provincial 
Government for raising the required funds and the Post- 
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Ref 01 m debts of the U. P. consist of some loans raised in the 
open market, and sums borrowed from the Provincial lo«ns 
fund for various purposes. 

Loans from Provincial Loans Fund, 

Advances from the Provincial loans fund of the Govern- 
ment of India have been taken both for productive and un- 
productive purposes. Among the productive purposes for 
which loans have been borrowed from this Fund were 
(i) Sarda Canal and Hydro-Electric Schemes, (ii) Loans to 
iutal bodies — Municipalities, District Boards, etc., and 
(iii) Takavi loans to the Agriculturists. 

Unproductive advances had to be taken for meeting 
emergent expenditure which could not be avoided without 
detriment to public interest. Ihey were taken for 

(a) Repairs to canals damaged by the floods of 1924-25, 

(b) Other l epairs due to the same reasons, (c) Police, Revenue 
and Judicial buildings, (d) Agricultural college, (e) Council 
Chamber, (f) Sewage project of Lucknow, (g) Maternity 
Hospital of Lucknow, (h) Commutation of pensions, and 
(i) r unding of Annual deficits. 

Unproductive advances for flood damages, police build- 
ings and roads were repayable in 50 years. In other cases 
the period was fixed at 25 years except for commutation of 
pensions and funding the Annual deficits for which the period 
of repayment was 15 years. 

Productive debts had to be paid in 80 years. Takavi 
advances of Rs. 120 lakhs in 1928-29 and Rs. 70 lakhs in 
1929 30 were, however, subject to special conditions; other 
Taka^^i loans were to be paid back in 5 years. 

The Government of U. P., however, decided to pay back 
advaiices taken for giving loans to local bodies within 25 
years as the money is usually paid back to them by these 
bodies within the same period. 

Loans in Open Market, 

In addition to the advances taken from the Provincial 
Loans Fund a few loans have also been raised in the open 
market since 1921. 
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192L22. 

In 1921-22 the Provincial Government raised 
Rs. 4.19,99,000 in the open market for Sarda Canal and 
othei Capital Expenditure. Bonds were issued at 93 at 6 
per cent free of income-tax. Bond-holders had the option of 
obtaining repayment at par up to the amount in the Sinking 
Fund less 5 lakhs for depreciation in any year after 1926-27. 
The Government had the option of repaying the entire debt 
between 1931 — 41. 

T > extinguish the debt the Province had to allot 3 lakhs 
annually for the first 5 years, tliereafter, 1/15 of the amount 
uncovered. In 1927-28 the allotment rose to Rs. 26,25,000. 
The sum in the Sinking Fund was invested in Central Govern- 
ment Securities and the interest thereon was similarly invest- 
ed. The Sinking Fund allotment was thus considerably 
decreased year after year and in 1932-33 stood at 
Rs. 19.00,000. 

Part of the funds were used for the purpose for which 
they were raised only in 1921-22 and 1922-23. After that, 
how^ever, little expenditure was incurred for these objects as 
the province faced deficits year after year which were covered 
by the sums available in this account. 

1932^33, 

It has been mentioned above that the Government had 
the right to repay the loan in any year between 1931 and 
1941. Annual charges proved to be heavy. In fact the 
Sinking Fund and Income-tax charges in 1931 — 33 amount- 
ed to Rs. 48 lakhs. As conditions in the money market 
were very favourable the Government decided to raise 
another loan for paying off the old one. 

A new loan of about 2^ crores was floated and the 
securities held in the Sinking Fund were sold. The new 
loan brought Rs. 2,50,15,000 and securities were sold for 
Rs. 1,75,43,000. So a total of Rs. 4,25,58,000 was avail- 
able for the 1921 loan which amounted to only 
Rs. 4,16,42,000 in 1932-33. 

The new loan known as U. P. Loan, 1944, was issued 
at 97 at 5 per cent. For repayment the Government was to 
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set apart 14 lakhs in the 1st 3 years, 19 lakhs in the next 
three and in the last six years 1/6 of the loan less the 
previous allotment. The sum in the Sinking Fund is invest- 
ed in Government Securities but the interest on these 
securities is credited to the Revenue account. 

The new loan brought a saving of Rs. 20 lakhs to the 
Government. 

1936 . 

In the year 1936-37 the Government of India declared 
their intention to close the Provincial l^^ans Fund from the 
31st March, 1937, Hence forward the Provinces were to 
finance themselves Irom Loans raised in the open market. 
They were willing to give a loan lo the Provinces for a year 
to be repaid in 1937-38. Conditions being favourable the 
Government of U. P. decided to float a loan in the open 
market rather than take a loan for such a short period from 

the Government. A loan was floated on 15th September, 
1936, and is known as U. P. Loan 1961 — 66. It was issued 
at par at 3 per cent. It can he repaid any time between 
1961 — 66. Rs. 2 crores were issued for but it was heavily 
over-subscribed. The money was to be used for Hydro- 
electric and tube-well schemes and for advances to local 
bodies and Takavi. 

The Government set apart each year per cent of the 
total amount, /.e., 2^ lakhs for purchasing currency notes for 
cancelling the loan when the market price falls below 
par. 

The introduction of Provincial autonomy in 1937 
brought about further changes in the Finances of the Provin- 
ces. Until the close of 1936-37 only one Provincial account 
was maintained by the Government of India, accounts of the 
provinces being kept within this account. All cash in the 
Treasuries belonged to the Central Government and there 
was only one account with the Reserve Bank. After the 
introduction of provincial autonomy it became necessary to 
separate the balances of each Province from the joint 
account. 
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There were two classes of these balances. One consist- 
ed of old provincial closing balances amounting to Rs. 
27,09,000 made up as follows: — 




(In Thousands 
of Rupees) 
Debit Credit 

1. 

Government Account 

3,17,942 


2 

Permanent Debt 


46,313 


Famine Relief Fumt 

13 


4. 

Depreciation Reserve Fund 

Government Pre«s 


1G4 

f). 

Irri^ration Dept. Res. Fund 


407 

6 

Sinking Fund Deposits 

(),100 

6,100 

7. 

Subvention of Gentral Road Deve- 
lopment Account 


156 

8. 

Grant by Central GovernnnaU 
for Development of Industries 


116 

U 

Grant for Sugar Excise Fund ... 


537 

10. 

Grant for Economic Development 
of Rural Areas 


893 

11 

Suspense Aceonnt 

GOO 


12. 

Provincial Road Fund 


1,155 

13. 

Loans and Advances by Provin- 
cial Government 

23,170 


14. 

Advaniie from Provincial Loan 
Fund 


2,91,693 


Net Credit 


2,709 


The other consisted of those items for which responsi- 
bility had to be assumed by the Province when the Provincial 
Account was separated. The items for which the Provincial 
Government was made responsible were : 

(a) Special loans from King Nasiruddin Haider of 
Oudh in respect of which interest at 4 per cent on 3 lakhs 
has to be paid to be used for charitable purposes and from 
Raja Kali Shanker Ghoshal for which the Government had 
undertaken to pay 200 p.m. to an Asylum for the blind. 
Total responsibility in respect of special loans which was 
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transferred to the Province amounted to Rs^ 3,48,000 on 
31st March, 1937. 

(b) Provident fund deposits of the Government servants 
under the administrative control of the Province. The total 
djnounted to Rs. 3,01,49,000 in 1937. 

(c) Deposits of Local funds with Government treasuries 
amounting to Rs. 46,01,000. 

(d) (hvil deposits consisting ol deposits in Cavil, Reve- 
nue and Giirninal (Jourts amounting to Rs. 90,25,000. 

(ej Suspense ac count not bookable under any other liead 
ol account amounting to Rs. 7,000. 

(f) Loans to (government servants. Amounts advanced 
by the (Government of India were considered as sums due to 
the Government of India from the province. The amount in 
this respect came to Rs. 10,82,000. 

(g) vXdvances payable by Government servants to the 
(njvernment of India amounting to Rs. 3,68,000. 

(h) Permanent advances, e.g., imprests amounting to 
Rs. 1,12,000. 

(i) Accounts with Foreign Governments amounting to 
Rs. 13,000; and 

(j) Departmental balances to the extent of Rs. 38,000. 

Items (f to i) are, however, assets to the Provincial 
Government. 

The net new liability, thus, which came to the Province 
as a result of the separation of the balances amounted to 
Rs. 4,24,87,000. 

The Government of India should have jilaced at the dis- 
posal of the Provincial Government an equivalent sum. Only 
Rs. 55,00,000 were, however, given in the shape of cash 
balances in the treasuries and the rest, z.e., Rs. 3,69,87,000 
Avere taken as capital repayments towards the outstanding 
debt of the Province to the Government of India. 

The remaining debt was consolidated into a single debt 
at 4 per cent. The total debt, thus, including the net liabi- 
lities freshly incurred stood at Rs. 34,04,00.000 at the end 
of year 1936-37. If we deduct from this amount sums due 
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to the Provincial Government from Local bodies and land- 
lords, etc., and sums in the Government treasuries, we get a 
total net liability of Rs. 30,90,00,000 with which the Province 
started at the dawn of Provincial Autonomy. 

Corresponding to the Provincial debts there are the re- 
munerative canals, Tube-wells, the Hydro-electric system, 
various buildings, roads etc. whose value it is very difficult 
to estimate. 

The capital outlay from 1921-22 to 1936-37 including 
that made before 1921-22 has been as follows: — 


Thousands Ks. 


1. 

Irri;j:ation including Hydel Prod, ... 

2,40,350 


„ „ „ unprod. 

24,972 

2 

Forest 

569 

8. 

Public Health 

552 

4. 

Industrial Development 

731 

5. 

Agricultural Improvement 

404 

6 . 

Civil Works 

39 460 

7. 

Commuted Value of Pensions 

5,810 

8. 

Loans to Local Bodies 

24,254 


An examination of the items on which the Government 
of the Province has been charging expenditure to capital re- 
veals that the unproductive debts of the province are very 
small as compared to productive debts for the same period. 
Even the unproductive portion of the Public debts has been 
incurred for purposes which were necessary and beneficial to 
the people of the province. One only wonders if a part of 
the considerable amount spent on civil works could not be 
avoided and the sum diverted to some other purposes more 
beneficial to the people. It must be said, however, that the 
Government have managed the finances of the Province very 
well indeed. 
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The following table will show how far the Government 
\ have been successful in handling capital expenditure in the 
Province : — 

In thousands of Rupees 


Year. 

Total Receipts from 
interest Capital works 
incliidinff Civil 
Works. 

Total Expenditure 
includine* Interest 
paid and Sinking 

Fund Charges. 

1921-22 

11,282 

8,742 

1922-23 

11,345 

8,133 

1923-24 

12,167 

8,308 

1924-25 

9,087 

9,004 

1925-26 

10,217 

9,973 

1926-27 

11,251 

1 1,478 

1927-28 

11,348 

14,040 

1928-29 

9,873 

15,104 

1929-30 

14,745 

16,368 

1930-31 

12,802 

19,297 

1931-32 

11,363 

18,318 

1932-33 

14,544 

19,002 

1933-34 

13,633 

15,727 

1934-35 

12,582 

15,060 

1935-36 

17,170 

14,948 

1936-37 

16,918 

16,841 

Total Expenditure on capital works exceeds receipts in 
the years from 1926-27 to 1934-35. In the remaining years 
under review, the Government have managed to gel a surplus 


ever their expenditure on Capital works. Excess expendi- 
ture over receipts has not been, however, due to any miscal- 
culation as to the nature of works undertaken by the 
Government. As the following table will show, productive 
F. rd 
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works are really productive and have yielded a surplus in 


most years: 

— 




Year, 

Total Receipts 
from irrigation. 

Total Expendi- 
ture including 
interest. 

D(‘ficit 

surplus. 

Per cent 
of 

return. 

1921-22 

14,582 

10,503 

-f- i ,079 

2-6 

19i2-23 

13,931 

10,666 

-f 3,2(J5 

1*9 

19^3-24 

15,199 

11,236 

-f 3,963 

2-2 

1924-25 

11,715 

11,671 

+ 44 

00 

1925-26 

13,787 

12,909 

+ 878 

0*4 

1926-27 

16,305 

14,414 

+ 1,891 

0*8 

1927-28 

16,489 

15,426 

+ 1,063 

0-1 

192>S.29 

14,808 

16,902 

--2 091 

—o-s 

1929-30 

20,G3l 

17,376 

+ 3,255 

1*1 

1930-31 

19.777 

19,202 

-+575 

0-2 

1031-32 

17,662 

18,573 

--Oil 

-*0-3 

1932.33 

21,098 

19,065 

+ 2,03 1 

0-6 

193t.34 

20,548 

19,335 

+ 1,213 

0-4 

1934-35 

19.632 

19,505 

+ 127 

00 

19)5-36 

24,210 

19,566 

+ 4,704 

1-3 

1936-37 

25,094 

20,590 

+ 4,601 

1*2 

In this 

connection it niiisl also be pc 

>inU‘d out that Sarda 

Canal is still unproductive 

and the luJe* 

wed Is are 

being run 


at a loss. Hydel too became productive only after 1934. 
Even then except in the years 1928-29 and 1931-32 after 
paying all the expenses including inierest on the Ca{)ital in- 
vested, the works liave yielded a net income to the Govern- 
Hjent. When the Sarda Canal becomes ])roduclive, as it is 
tound to be in near future and when the Tube wells are a 
j)aying concern considerable sums will be available from the 
jmoductive works to meet the liabilities in respect of unpro- 
ductive capital outlay on works which were necessary for the 
welfare of the people. It was such w'orks whi(di led to an 
excess of expenditure over receipts during 1926-27 to 
1934-35. 

The financial position of the Province thus is very sound 
and the Government deserve to be congratulated on the suc- 
cessful management of the finances. There is no ground 
whatsoever, for the hesitation shown by the people in subs- 
cribing to a loan floated by the Government some time back. 



FINANCES OF THE MADRAS PROVINCE, 1920—40 


BY 

Dr. B. V. Nahayanaswamy, 

// nnamalai U u iversity. 

According to the devolution rules framed under the 
Governmeiit of India Act of 1919, from the Isl of April, 1921 
the Madras Government made an annual contribution of 
Rs. 345 lakhs to the (5‘ntral Revenues. This it continued to 
do up to 1925 when the contribution was reduced to 
Rs. 22T98 lakhs. Next year, 1926-27, it fell to Rs. 165*19 

laklis and was wholly abolished in 1927-28. 

SinmltaiicoLi.Jy v.itli the icdiiction and linal abolition 
of the contribution to the Central Revenues there was a steady 
and gradual ini}>ro\ eiv.enl in the recei[)ts from the revenue 
assigned to llie Ivladras Government, lliis improvement 
reached its ai)ex in 1929-30; from wdiicli year it began to 
decline as a result of the w^orld economic depression. With 
the expansion of revenue ex))enditure also increased; but 
owing to the fall in revenue from 1930-31 expenditure had 
to be drastically cut down. 


Yt'Jir. Revenue. 

Ex]’>eiK]it.ure 

Surplus (4-) 
or Delimit ( — ) 
|(^)lunni (2) — 
Column (8) | 

on revenue 



aecount. 

(1) 

(2) 


(4) 

1920 21 

16,1971 

14,79-CO 

+ 1,10-11 

19 V 1-22 

15.79*20 

Hi77!i2 

- 98*72 

1922-23 

16.06 22 

] (709-24 

~ 3-03 

1923-24 

16.4 7 ’Sf) 

HU i-r.i 

+ 36*31 

19-^4-25 

16.27*5!) 

l(i,.57-0(; 

- 29-47 

192r>-2G 

16.93*(')0 

Ifi. 9.9-23 

+ 98*37 

1926-27 

16.b3*()9 

lF.,8'2-21 

+ 1,01*48 

1927-28 

17,05*37 

1.9,93-64 

+ 2.01*73 

19 8-29 

17.53*10 

10,13-96 

+ 1.39-14 

1929-30 

18.08*88 

16 84-79 

+ 1,24-09 

19::03l 

16,s3*93 

17,89-68 

~ 1,05*75 

1931-32 

1 6,29*88 

16.24-47 

+ 5*41 

1932-33 

16.40*24 

1.9,63-63 

+ 77*21 

1933-34 

15.50*28 

1,9,44-63 

+ 6*25 

1934 35 

15, 62 -CO 

1.9, >1-67 

+ 10*93 

1935 36 

1 5,88*25 

1,9,83-40 

+ 4-85 

193.')- 36 (Mjulnrs 

15,. 57-66 

1.9,31-03 

+ 26*63 

only) 




1936 37 

15,58-04 

15,77-37 

- 19-33 
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The above figures show that there were surpluses in 
eleven years, and deficits in five years. While the surjduses 
in the early years were due to retrenchment, the surpluses 
in the later years were due to remissions of the provincial 
contributions. The surplus of 1931-32 was due to an unex- 
pected increase in the yield from the excise and stamp reve- 
nues. The deficit in 1921-22 was mainly due to the Non- 
co-operation Movement, the Moplah Rebellion, the famine in 
the Ceded Districts, the general trade depression and the 
increase in salaries. The total net surplus for the sixteen 
years was 549’48 lakhs. Out of these, 3 crores were utilized 
for paying off loans from the Central Government and the. 
remainder for capital expenditure mostly productive. 

The table (on the next page) shows that land revenue 
receipts were very high in 1925-26 and 1931-32. Ibwenue 
from excise fluctuated during the period. It was at its low- 
est point in 1921-22 and touched the highest in 1929-30. 
Since then it has declined subsianlially. The fall in 
1921-22 was undoubtedly due to the Non-co-operation Move- 
uuuit while the subsequent decline is probably due to econo- 
mic depression and the increase of illicit practices. The in- 
(uease in the stamp revenue was due to lh(‘ amendment of the 
Court Fees and Stamps Act and the enhancement of the })rice 
of the copy stamp paper. At the same lime it mu^l be re- 
membered that stamp revtmue has shown a tendency to de- 
cline due to economic depression and tlu‘ measures taken to 
mitigate agricultural indebtedness by the grant of Govern- 
ment loans and also because of the establishment ol Land 
Mortgage Banks and Debt Conciliation Boards. Forest reve- 
nue reached the peak point in 1929-30 and ever since has 
been fluctuating. Since 1928-29 there has been a fall in 
registration revenue. 



The following table gives the figures of revenue under the various heads of account 

Year. Land Revenue. Exeise. Stamp?. Forest. Registration. Other Heads. Tot! 
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1935-36 7,42-39 4,11-93 -2,08-18 4495 30-.30 1,37-34 15 75-09 

1935- 36 (Madras 7,30 52 4,00-36 '2,04-45 43*53 29-79 1,35-00 15,43^5 

only) 

1936- 37 7,1544 4,0079 1,9508 48-27 '2995 1.5504 15,44-.57 



884 


B. V. NARAYANASWAMY 


Turning to expenditure the following table gives the 
figures for expenditure during the period under review: — 




Transferred 


Reserved 



dcpirtments 

Charges common 

departments. 

Year. 

Total. 

and Develop- 
ment Servie.es 

to Reserved 
and Transferred 

(Security Ser- 
vices and other 



inelnd(‘d in 

departmfMits. 

minor 



Reserved 

de]):irtments). 

1920-21 

11,75-85 

5,09 60 

92-78 

5,73-47 

1921-22 

13,1154 

5,86* 8(> 

93-42 

6,31-26 

1922-23 

12,98*83 

5X>2-32 

1,09-36 

6,27-15 

1923-24 

13,2 T66 

5,7(;-64 

1,20-85 

6,24-17 

1924-25 

13,56*95 

6,07-84 

1,82*16 

6,16-95 

1925-26 

14,22-97 

6,63*33 

1,49-19 

6.10-45 

1926-27 

14,85-21 

7,05*77 

1,75-65 

6,03*79 

1927-2R 

15,82-57 

7,75 82 

1,88-28 

6,18*47 

1928-29 

16,59'58 

8,50-26 

1,93-93 

6,15*39 

1929-30 

17,20-42 

9,08*12 

l,<s7-96 

6,30*34 

1930-31 

18,15*07 

9,88*07 

1,82*48 

6,44*52 

1931-32 

16,26-58 

8,34-78 

1,83-61 

6,08‘19 

1932-33 

15,22*50 

7,56*12 

1,8979 

5,7659 

1933-34 

15,48-97 

7,70*60 

1,95-58 

5.82*70 

1934-35 

15,54-34 

7,67*74 

1,94-07 

5,92-53 

1935-36 

15,85-81 

7,89-64 

2,00*80 

5,95-37 

1935-36 

(Madras 

15,32-59 

7,6 T42 

1,97*91 

5.73*26 

only) 

1936-37 

15,7709 

7,97 57 

2,00*10 

5,79*42 


In 1930-31 the total expenditure was 18,15*07 lakhs of 
rupees. The expenditure on Iratisferred depaitnients and 
develoj)meiu serviees had increased that year by 94% as 
compared to 1920-21 and that on security services and minor 
departments by 12%. 
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According to the Government of India. Act of ,1919 
the Provincial Governments were empowered to raise loans 
on the security of the revenues allotted to thean. On the 1st 
April 192} the Government of India debited to die Madras 
Government 8,75*26 laklis «>f rupees. Ihis repr<^senied llie 
capital expenses incurred by the Government of India up to 
1921 for constructing proiectiva^ and productive irrigation 
works in the Madi'as Presidency. The Government of India 
were only entitled to interest at a fixed rate on this amount 
but at the same time the o])tion of amortizing the debt was 
given to Madras. In 1936 the Madras Government debited 
Ks, 47*07 lakhs to the Orissa Government, in 1937 the 
outstanding debt of the Madras Government to the Central 
Goveinment was 8,28*19 lakhs. 'Hie annual intevrest on 
this amount was 28*12 lakhs. In add ii ion to this <!ebt the 
Government of India had debited to the Madras Government 
a sum of Ks. 108*86 lakhs. 41iis re[H*esenled loans which 
the (4o\ernmcnt of India had advanctnl to local authorities 
and cultivators. 1 he Madras CTOVCvnmeut repaid this debt 
to iht* Central Government in tv\el\(‘ annual instalments; 
and it ^vas finally cleared off in 1932-33. 

According to Pari 111 of the Goveiiimcnl of India Act, 
1935, the scheme for the decentralization of balances came 
into effect on Isl April 1937. Along \vith tin's there was 
a coiisolulation of the debt owed by the Madi as CfOvernment 
to the Central Goveinment. At the same tim<* the Govern- 
ment of India held 77T75 lakhs of di^posils of various 
kinds which they had to rejiay to certain provincial bodies 
in Madras. Ihe Madras (Tovernment took up this liability 
in return for adjustment by way of reduction of its 
pre-1921 debt to the Central Government. By this method 
the pre-1921 debt got reduced to 56*44 lakhs. After 
this adjustment th(‘ total amount owed by the Madras Govern- 
ment to the Gimtral Governinent was 756*71 lakhs wdiich 
included the 56*44 lakhs of the pre-1921 debts. All this 
amount was consolidated into a single debt and the average 
rate of interest on this debt wmrked out at 4*71%. This debt 
was to be paid off within a period of 45 years commencing 
from 1937-38 and ending in 1981-82 with interest at the 
rate of 4*5%. The option of redeeming the debt earlier 
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was given to the Madras Government : an amount not exceed- 
ing one-half of the principal could be returned between 
Isl April, 1945 and 15lh October, 1946 and the whole or 
any part of the remainder of ihe debt between 1st April, 
1960 and ]6lh October, 1961. The nel resull of the consoli- 
dation was that the debt charges which stood at Rs. 87*67 
lakhs under the old arrangement became reduced to 
Rs. 5T'37 lakhs in 1937-38. At the same time the Provin- 
cial Government lost interest on about Rs. 55 lakhs on 
account of lurnishing the minimum balance with the Reserve 
Bank, cash in treasuries and sub-treasuries and of financing 
all the floating debts. Another fact that has to be mentioned 
here is that the Madras Government has saved every year 
roughly 22 lakhs by the Separation of Orissa. On the 
whole Madras Finance was in a sound j)osilion at the advent 
of Provincial Autonomy. Compared with the opening 
balance on 1st April 1921 of 58*78 lakhs, on 31st March 
1937 there was a levenue closing balance of 61*86 lakhs. 
Besides this the Madras Government had on the same date 
a closing balance of 63*89 lakhs composed of depreciation 
funds of commercial undertakings, deposits' etc. Thus on 
the 31st Mar(4i 1937 the total balance to lh(‘ credit of the 
Madras Government was 125*75 lakhs apart from 
the securities held in the Madras Famine Relief 
Fund.* 

With the advent of Provincial Autonomy in 1937 the 
functions of the Provincial Government were widened and 
the New Provincial Governments were eager to strengthen 
the social seivices even if lhat involved deficit budgets and 
the floatation of new loans. At the same linn* there was 
retrenchment in the more costly services and expansion 
in other directions. The new policy was to some extent 
handicapped by the lack of control of the Provincial 
Government over certain items of expenditure and by. the 
lack of scope for further taxation in certain directions. 
Since further income from taxation was difficult to obtain 
expenditure had necessarily to be limited. 

^ All the figures and tables have been taken from Budget 
Memorandum 1939-40, Governnicnl of Madras, Finance Deparlmeiil. 
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Even before Provincial Autonomy expenditure in 
Madras had been fairly well directed, there was an increase 
of 27% in the Madras expenditure on social services when 
compared to the period before dyarchy. This cannot be 
said of any of the other major provinces. Consequently, 
the increase during the period of provincial autonomy in 
Madras was low as compared with other provinces; where* 
as absence of such increase in the dyarchic period result- 
ed in showing a much higher percentage of increase during 
the period of provincial autonomy in other provinces. The 
following table shows the expenditure in Madras from 
1937-38 to 1939-40. 


Year. 

Primary 

functions Development 
of Govern- 8ervicey. 
m( ut. 

Charges 

Common 

Total. 

1937-1938 

(;,G0-2G 

7,90 80 

1,3190 

15,82 96 

3938-1939 

G,51*92 

8,3365 

3,35-39 

10,-20 76 

3939-1940 

6,60 G3 

8,46-34 

1, 33-75 

36,40 72 


Expenditure on the primary functions of government 
increased at the introduction of provincial autonomy. This 
is due to frequent meetings of the legislature, long sittings 
costing increased secretarial staff, and other constitutional 
changes including the bi-cameral system. The introduction 
of prohibition also involved additional expenditure. On the 
other hand, reorganization of departments and retrenchment 
of unnecessary posts and the stoppage of the hill exodus 
effected some savings. The net result was that expenditure 
on security services showed a slight fall. 

Turning to development services we shall take up a few 
items for scrutiny. The following table shows the expendi- 
ture on education: — 


1937-38 

... 257*05 

(Accounts) 

1938—39 

... 261-57 

(Budget Estimate) 

193S--39 

... 262-51 

(Revised Estimate) 

1939~~40 

F. 24 

... 264-57 

(Budget Estimate) 
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Though the figures show a rise as compared with previ- 
ous years, compulsory primary education, though realised to 
be highly necessary, could not be introduced since it involved 
an expense of 6^ to 7^ crores. Expenditure on medical 
relief also shows a marked increase. Special attention was 
devoted to water-supply. Efforts were made to combat 
epidemic diseases and to distribute quinine and initiate anti- 
malarial measures. A sum of Rs. 1^ lakhs was set apart 
annually for this purpose. Between 1937 — 40 during a 
period of three years a sum of 18 lakhs of rupees has been 
spent on rural water-supply. In this matter Madras 
is second only to Bombay which has spent 28*25 
lakhs. It is clear, therefore, that public health 
received special attention during the period of provincial 
autonomy. 

Section 45- A (Rule 29 of the Devolution Rules and 
Schedule IV) of the Government of India Act, 1919, which 
came into force on 1st April, 1921 provided for the establish- 
ment and maintenance of a famine relief fund in Madras. 
The provincial revenue set apart for this purpose was 6*61 
lakhs annually; this amount was reduced in 1928-29 to 3 
lakhs. This sum was to be utilized for famine relief during 
the year; if there was an unspent balance it was to be added 
to the Famine Relief Fund. When, however, the Famine 
Relief Fund reached a maximum of 40 lakhs the provision 
of an annual amount for expenditure on famine relief was 
optional. This fund was regarded as invested with the 
Governor-General in Council who paid interest. On the 1st 
April, 1935, this fund reached the highest point, viz,, 61*53 
lakhs and on 31st March 1936 it was 41-48 lakhs. The 
Government of India Act, 1935, did not provide for the 
continuance of the Famine Relief Fund; but the Madras 
Government passed the Madras Famine Relief Fund Act of 
1936 by w’^hich it continued to maintain a famine relief fund 
with the balance to its credit with the Central Government on 
this head, as its nucleus. 

During the period 1936-37 to 1939-40 there has been 
an increase in the revenue receipts of Madras. The follow- 
ing Table shows the revenue distributed over the important 
heads; — 
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Year. 

1937-38. 

1938-39, 1939.-40 

(Revised estimate). (Budget). 

Taxes on income other than 
Corporation tax 

18-75 

22-95 

24-15 

Land Revenue and irrigation 
minus working expenses 

6,80-66 

6,87-90 

7,04-70 

Excise 

4,0307 

3,68-34 

3,55-04 

Stamps 

1,92-69 

1,66-78 

1,67-24 

Forests 

50-46 

45-28 

44-66 

Registration 

33-29 

31-68 

31-74 

Motor Vehicles 

53-95 

80-60 

82-91 

Other Taxes and Duties 

2-87 

2 36 

18-34 

Electric Schemes minus 

working expenses 

1753 

19-67 

30-80 

Other Heads ... 

1,47 35 

1,97-63 

1,63-87 

Total 

16,00-62 

16,2319 

16,23-45 


There has been an increase in land revenue during the 
period; and this is in large measure due to favourable seasons 
and the collection of previous arrears. In the matter of 
excise which accounted for 25% of the total receipts there 
has been a decrease in the yield owing to the introduction of 
prohibition. It must at the same time be added that though 
there were no collections from the dry areas, the wet areas 
registered an increase in revenue. The receipt under stamps 
also showed a decline since measures for debt relief led to 
a fall in litigation. In 1938-39 grazing fees were reduced 
by 50% and there has been a consequent shrinkage in forest 
revenue. 

At the same lime new sources of revenue were tapped. 
First among them, in point of lime, was the entertainment 
tax. This tax had already been introduced in Bengal as 
early as 1922 and therefore it was not new to the country. 
It had also been adopted in Bombay, Sind, Punjab, U. P. 
and C. P. before it came to Madras. For a long time it was 
a source of revenue for local bodies. In 1939 it was made 
a provincial item and the local bodies were compensated. 
Duties on electricity and motor spirit were also attempted. 
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A tfix on tobacco was also levied. This tax had also been 
in existence in other provinces before Madras adopted it. 
Another measure of taxation was the Sale of Cloth Act, 1937. 
The latest measure introducing new taxation is the Madras 
General Sales Tax Act of 1939. 

Coming to the loan policy of the Madras Government 
during the period of provincial autonomy one notes that the 
public debt of the province has increased. This 
has been the case in all provinces except Bombay 
and Sind. The debts of the Madras Government 
rose from 11*05 crores to 16*17 crores of rupees during 
the period. 

A review of the revenue and expenditure of Madras 
during the past two decades shows that both the income and 
the expenditure of the Madras Government have increased 
during the period; but the increase in income has not kept 
pace with the increase in expenditure. The sources of 
revenue which have been assigned to the provinces by the 
Government of India Act, 1935, are inelastic; while the func- 
tions assigned to the Provincial Government demand much 
greater expenditure. To remedy this state of things it would 
be necessary for the Central Goveniment to accelerate the 
remissions under Income Tax till at last that lax becomes 
entirely a provincial source of revenue. The income from 
forests can be substantially increased by a more scientific 
forest policy. Further retrenchment in expenditure is 
scarcely possible. The possibility of the state-running public 
utility concerns has to be explored. This province may 
attempt a monopoly of tobacco. 

That there should be a substantial increase in expendi- 
ture on productive and nation-building undertakings cannot 
be doubted. Since increased taxes must be based only on 
increased taxable capacity of the people planned and concert- 
ed measures must be taken to improve the income of the 
people. Haphazard methods will never lead to any sub- 
stantial improvement and hence a definite plan with a time- 
limit should be put into force. Money is needed for all this. 
And one method of securing further income is the introduc- 
tion of new taxes. These taxes would involve a redistribu- 
tion of the incidence of taxation. 
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The first step in this direction would be a scientific study 
of the working of existing taxes and the scope for new taxa- 
tion. Taxes on succession would be a productive source of 
revenue. The present system of land revenue needs careful 
investigation and the possibility of tapping larger revenues 
from land has to be carefully considered. Specific taxes on 
trades and professions may also be attempted. Taxes on 
luxuries and advertisements as sources of revenue for local 
bodies may also be examined. Transit and octroi duties 
which have been suggested by some people should be avoid- 
ed since that would involve further restraint on the free flow 
of goods within the country. 

A popular government can never content itself with a 
policy of maintaining law and order. The motto of con- 
servative financiers of taxing low and spending low must be 
discarded and within the bounds of solvent finance a bold 
and forward policy in regard to taxation, loans and expendi- 
ture has to be followed. This well-planned and co-ordinated 
policy must have as its aim the maximising of the agricultural 
and industrial production of the country and the improve- 
ment of the conditions in which the millions of the country 
live and labour from day to day. No higher task can await 
the future provincial finance ministers than the initiation and 
adoption of a sound and well-conceived economic policy 
which is calculated to banish from our country poverty, 
ignorance and disease. In the field of finance, as in other 
spheres of human activity, extreme conservatism may be only 
another name for stagnation; and a policy which appears 
risky and dangerous may prove in the long run to be the 
safest and most beneficial. 



THE FINANCIAL SITUATION IN SIND 
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Hindu College, Delhi. 

In recent years Sind has made itself known by the 
assassinations which occur there and by being heels over 
head in debt to the Central Government. It is not intended, 
in this article, to establish any connection between these two 
features of this new province under the Provincial autonomy. 
But it is just these depressing features of economic and 
political life in Sind which have created doubts as to the 
wisdom of separating it from Bombay and also the wisdom 
of constructing the Lloyd Barrage. It is too late to undo the 
separation, for Bombay will not have Sind back and the 
Punjab, on the other side, cannot be expected to consent to 
incorporate Sind within itself. Whatever the arguments on 
which the separationists built their case, the anti-separation- 
ists took their stand principally on financial grounds and 
events have proved that their premonitions about the inability 
of Sind to face the financial implications of the Barrage were 
by no means exaggerated. In so far as both separation and 
the Barrage have come to stay, the problem of the immediate 
future is to review the present financial arrangements 
between the Government of India and the Government of 
Sind in the light of the province’s experience during the 
period of autonomy, assess their adequacy and revise them 
so as to make their execution practicable, and at the same 
time make fair allowance for satisfying the essential needs 
of a backward province. 

The present financial arrangements provide for the re- 
payment of the principal of debt on the Barrage in the 
following manner. Repayment commences in 1942 and is 
spread over 40 annual instalments thus: — 

1942-43 to 1956-57 75 lakhs. 

1957-58 to 1966-67 60 lakhs. 

1967-68 to 1981-82 50 lakhs* 


892 
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To these annual instalments must be added interest at 
the rate of 4^% on the debt outstanding. On the ba^s of 
total principal outstanding at 2475 lakhs in 1942, interest 
payable in that year would amount to 111‘375 lakhs, so that 
Sind will have to make a total payment of just over 186 
lakhs in the financial year 1942-43 on account of the Barrage 
alone. Considering the fact that the total revenue of the 
province for the year 1940-41 has been estimated at 405 
lakhs (including the subvention of 105 lakhs from the Centre 
and the province’s share of the income-tax estimated at 51' 
lakhs) this payment of 186 lakhs will be a staggering propor- 
tion of the provincial revenue. 

No wonder then, that, year in and year out, Finance 
Ministers have sounded a note of anxiety in their Budget 
speeches. Thus in the Budget speech of 1939-40 we find 
the Finance Minister saying, "‘Our debts over-shadow us 
comi)letely .... the estimated receipts of the Lloyd Barrage 
Unified System pertaining to the year 1938-39 available for 
the purposes of the debt, will barely suffice to meet the 
current interest charges and will allow of no actual debt 
redemption” .... ‘The Barrage revenues show no signs of 
being able to cope with the demand of the redemption 
programme which is fixed for the repayment of the Barrage 
debt and which is to commence from 1st April 1942 . . . . 
Our ability to cope with this programme depends almost 
entirely upon two factors; the receipts from land revenue 
and from the sale of Barrage lands.” Again in the Budget 
speech of 19*40-41 : “The progress we have made so far in 
liquidating the Lloyd Barrage debt is disappointing and 1 am 
unable at present to see how we will be able to repay the 
Barrage debt owed by this province from the year 1942-43 
onwards in accordance with arrangements described above.” 

Sind’s financial position as presented above is un- 
doubtedly hopeless. Land revenue has not shown very 
encouraging growth. Gross receipts from land revenue 
amounted to 190 lakhs in 1936-37, 162| lakhs in 1937-38, 
165| lakhs in 1938-39, and the revised estimates for 1939-4*0 
are put at 170 lakhs. The year 1936-37 was not a normal 
year inasmuch as in that year there were 5 revenue collec- 
tions against a normal of 4. For 1939-40 the rise of prices 
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and revised assessment are responsible for an increase of 10 
lakhs on the original estimate of 160 lakhs. 

Receipts from sale of land amounted to 70 lakhs in 
1935-36, 76 lakhs in 1936-37, 81 lakhs in 1937-38, 55^ 
lakhs in 1938-39 and they are expected to reach 80 lakhs 
in 1939-40. 

With agricultural prices trying to maintain themselves 
against the pressure of accumulating stocks owing to fall in 
exports, the yield from land revenue and sale of land cannot 
be expected to show a considerable growth. It is feared that 
under these circumstances even the present slow rate of debt- 
redemption may not be maintained. This debt was redeem- 
ed to the extent of 32 lakhs in 1936-37, 16^ lakhs in 1937- 
38, 4 lakhs in 1938-39, and the revised estimates for 1939-40 
stand at 27^ lakhs. The years 1936-37 and 1939-40 cannot 
be regarded as normal for reasons explained above. They 
over-estimate therefore the surplus of revenue available for 
redemption. On the other hand additional war expenditure 
on A.R.P., press censorship, price control and police amount- 
ing to over 3 lakhs for 1940-41 is likely to retard the pace 
of debt-redemption. Anyway, 1942-43 is too near to permit 
any miracles to happen in the financial prospects of Sind. 

That Sind would be a deficit province was realised 
throughout the deliberations which led to formal separation. 
Sir Otto Niemeyer in conducting his financial enquiry in 
1936 assessed the probable extent of this deficit and recom- 
mended subventions to Sind by the Centre to meet it. 
According to these recommendations, accepted by the Govern- 
ment of India, the subventions payable to Sind commence in 
1937-38 and continue till 1981-82 in the following 


manner: — 

1937-38 to 1946.47 105 lakhs. 

1947-48 to 1966-67 80 lakhs. 

1967-68 to 1971-72 65 lakhs. 

1972-73 to 1976-77 60 lakhs. 

1977-78 to 1981-82 55 lakhs. 


In the opinion of the Government of India expressed in 
a telegram to the Secretary of State on this part of the 
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Niemeyer Report, “The subventions proposed aiQ equival^^nt 
to a capital gift of something like 20 crores so that in effect 
a very large part of the Barrage debt is being cancelled.” 
How the figure of 20 crores is arrived at is not clear but one 
fears that the statement misrepresents the situation. It is 
necessary to realise that Sind would have been a deficit 
province even without the encumbrance of the Barrage and 
therefore a subvention would have been payable to it in any 
case, as it is paid to the N.-W. F, province, Assam and 
Orissa, for instance. It might have been less than what has 
now been fixed but not considerably smaller because at 
present the province is able to meet interest charges, even 
with the help of the subvention, by starving the beneficent 
departments. It is also fair to appreciate the fact that the 
province of Sind as it stands at present was in no way 
responsible for the construction of the Lloyd Barrage. It 
was the Government of Bombay who was the author of the 
Barrage scheme, and the Government of India advanced 
capital for the execution of that scheme to the Government of 
Bombay. But the Sind of today is diftcrent from the Sind of 
the old Bombay presidency. Supposing the Barrage did not 
exist, is it conceivable that in Sind’s present circumstances 
a scheme for a Barrage involving the financial operations of 
the size undertaken in the execution of the Lloyd Barrage 
would be thought to be practicable? Even in the somewhat 
better circumstances of 1921 it would have needed more 
than ordinary boldness to propose a Barrage in Sind, which 
was not a part of a larger and prosperous presidency. To 
impose on Sind such a heavy load of the Barrage debt is to 
inflict on it a financial paralysis which threatens to retai'd 
the development of its already poverty-stricken people. The 
present financial straits of Sind are reflected in the province’s 
expenditure on nation-building departments. This expendi- 
ture will be found to be the lowest of all Indian Provincial 
expenditure on similar departments. Its expenditure on 
education, public health, medical services, agriculture, co- 
operation and industries is less than 15% of its revenue as 
compared with 24% in the Punjab, 26% in Madras, 24% 
in the United Provinces, 18% in the Central Provinces, and 
16% in Assam. 

F. 25 
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If this is the state of provincial finances now under the 
load of interest charges alone, what repercussions the addi- 
tional payment of 75 lakhs in 1942 will have, can best be 
imagined. Expenditure on essential services is usually 
highly inelastic. Small savings recommended by the Re- 
organisation Committee are likely to be absorbed by war 
expenditure of the kind mentioned above. Maintenance of 
security of life and property threatened by recent riots and 
assassinations will make additional calls on the resources of 
the province. Yield from land revenue and land sales has 
so far fallen short of expectations as shown. Even if ex- 
penditure on beneficent departments were to be reduced to 
the vanishing point, not more than 60 lakhs could be spared 
for meeting the first instalment. There is however one 
source of obtaining resources that is indicated in certain 
quarters and that is by reducing the ratio of working expenses 
of the Barrage to gross receipts from it. Comparing the 
Barrage with its total capital outlay of 28* 12 crores with the 
Sutlej valley project capital outlay of 9*04 crores (British 
territory only), the former’s ratio of working expenses to 
receipts is in excess of 40% while the latter’s ratio is less 
than 25%. This difference on further examination of 
available statistics is explained not by extravagant adminis- 
tration of the Barrage, but by the failure of the yield from 
land revenue and sales to come up to expectations. The 
result is that in 1937-38 the net return from the Barrage was 
2*44% only, as compared with 8*47% from the Sutlej 
valley project. 

In summing up the financial implications of Sind’s 
indebtedness and the manner in wEich it is to be discharged 
the following conclusions emerge: — 

1. The provincial finances are earmarked to a very 
large extent for the next 40 years for meeting the liabilities 
of the Lloyd Barrage. An arrangement which takes away a 
large part of the provincial income in fixed charges makes 
provincial autonomy meaningless and the attainment of 
financial equilibrium impossible. 

2. The liability of the Lloyd Barr ge rules out all 
chances of Sind having a stable government, an efficient 
administration and a constructive programme of general 
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welfare. Under the burden of debl the province must lie 
low at its present level of hard existence and, remain the 
most backward province in India. 

3. It will be impossible to pay the first instalment of 
capital due in 1942-43. If that is the case with the first 
instalment, a drastic revision of the existing financial arrange- 
ments becomes unavoidable. 

The ultimate question is this. Must the Government 
of India insist on seeing the welfare of the people of Sind 
touch bottom before taking steps to relieve them? The 
Barrage has so far proved a financial blunder. The world 
depression was not foreseen when its construction was under- 
taken. The desert of Sind was started on its career of con- 
version into a smiling garden at the time when the products 
of this garden, apart from its smiles, were the least needed, 
so that their prices were uneconomic. In a period in which 
practically all the countries of the world were subsidising 
their agriculture, and in some cases governments were 
financing the destruction and restriction of agricultural 
produce, Sind was launched on an enterprise of expanding 
agricultural production and making it economic. It has 
been an impossible adventure. Conditions are better now 
but not so improved as to justify the funding of the Barrage 
debt in 1942. The creditors must face f acts. To insist on 
Sind observing the present financial arrangements would be 
committing a financial murder of this infant province. On 
the other hand to expect the Centre to write off the entire 
debt, as is advocated in certain quarters, would be unreason- 
able and unwise. But I venture to make certain suggestions 
which appear to me to be not only fair to both the creditor 
and the debtor but also practicable: — 

1. Immediate relief should be given by a reduction 
in the rate of interest from 4|% to 3%. In an era of cheap 
money and even a 3% par, it is not a little iniquitous to 
impose upon Sind a huge mass of long-term debt at 4-|%. 
The latter rate was proper to the early twenties. But as 
governments all the world over including Sind’s creditor, 
have, by means of loan conversion, brought the cost of their 
debts in harmony with the cheap money conditions of later 
years, Sind too should be allowed the benefit of cheap money 
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by fixing its indebtedness on a lower basis. A reduction of 
interest charges by l/3rd vvould be a legitimate adjustment 
of liabilities to the present monetary conditions and not a 
charitable concession. It would be a welcome immediate 
relief to Sind without its having any perceptible repercussions 
on the revenues. Sind has so far met its interest obligations 
by starving the beneficent departments. I propose this 
reduction in the rate of interest not entirely with a view to 
enable Sind to redeem its debt with less strain on its financial 
resources but also to provide a greater margin of expendi- 
ture on productive and welfare activities. The financial 
state of Sind and the growing sense of insecurity and disorder 
are not mere coincidences. 

2. The funding of the debt may be postponed to 1952 
and till then the rate of redemption should be left to Sind’s 
discretion. By that lime the Barrage may be expected to 
be working at its optimum and yielding adequate returns to 
enable the repayment of capital in fixed annual instalments. 
This, however, is an alternative to what follows. The latter, 
I believe, will be found preferable. 

3. If the Government of India cannot see their way 

to postpone the date of capital repayment, I suggest another 
method of making repayment possible with comparative ease 
in 3942, without altering the rate of subveniion but on the 
assumption that the rate of inteiest is reduced to I 

suggest that the order of annual instalments as fixed at 
present should be reversed; so that the fir.t 15 instalments 
are of 50 lakhs each, the next 10 of 60 lakhs each, and the 
last 15 of 75 lakhs each. This would be the really scientific 
way of debt redemption. The capacity of a business to pay 
dividends grows as it consolidates itself. Treated on busi- 
ness principles the Barrage can be expected to finance redemp- 
tion at a higher rate* in its later rather than earlier stages of 
development. The present arrangements expect more from 
it during its infancy than during its maturity. 

Assuming debt outstanding in 1942 to be 2475 lakhs 
and that with present subvention and interest charges the 
budget of Sind leaves no surplus, the following two tables 
illustrate the effects of the present financial arrangements on 
the revenues of Sind (a) at 4|%, (6) at 3% (Table 1), and 



THE FINANCIAL SITUATION IN SIND 899 

the effects of payment of instalments in reverse order 
(a) at 4|%, (h) at 3% (Table 2). 


Table 1. 


Year. 

Debt outstand- 
ing. 

Capital pay* 
ment. 

6 '< 

Oj 

Hi 

<D 

s 

c 

•-H 

Subvention. 

A d d it i 0 n al 
demand on 
revenue. 

Interest at 3% 

Additional 
demand on 
revenue. 

1942-43 

2475 

75 

111*375 

105 

81*375 

74-25 

44*25 

1947-48 

2100 

75 

945 

80 

89 5 

63 

58 

1957-58 

1350 

60 

60*75 

80 

40*75 

40*5 

20 5 

19G7-68 

750 

50 

33-75 

65 

18*75 

225 

7 5 

1972-73 

500 

50 

22*5 

60 

125 

15 

5 

1977-78 

250 

50 

11*25 

55 

6*25 

7*5 

2*5 




Table 2. 
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1942-43 

2475 

50 

1 1 1 *375 

105 

56*375 

74*25 

19 3.1 

1947-48 

2225 

50 

100*125 

80 

70* 125 

66*75 

36*75 

1957-58 

1735 

60 

77*625 

80 

57*625 

51*75 

31*75 

1967-08 

1125 

75 

50*625 

65 

60*625 

33*75 

43*75 

1972-73 

750 

75 

3375 

60 

48*75 

2*25 ' 

37*5 

1977-78 

375 

75 

16*875 

55 

36 875 

11*25 

31*25 


These tables show (o) that from Sind’s point of view 
rejiayrnent by instalments in the reverse order at 3% would 
be the most suitable; (h) the next best arrangement is 
payment by the present order of instalments at 3%; (c) on 
account of the great increase in interest which it involves, 
repayment by instalments in the reverse order at 4|% is 
less suitable than only the existing arrangements which 
have been shown to be untenable. Under (o) total interest 
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charges would amount to 2063*25 lakhs against 2663 lakhs 
under, the exisj;ing arrangements, so that the Government 
of India lose 599*75 lakhs in interest spread over a period 
of 40 years. Under (b) the loss to the Centre will be 887*3 
lakhs spread over the same period. Ifnder (c) Sind will 
be little better off than it is now. 

llius from the point of view both of Sind and the 
Government of India the best course would be to reverse the 
order of instalments and reduce the rate to 3%. The pro- 
posal has the following advantages: — 

1. It ensures a complete discharge of the debt in 40 
years. 

2. It obviates the necessity of increasing the subven- 
tions. 

3. It obviates the necessity of writing off any part of 
the debt. 

4. It involves a loss of 599*75 lakhs in interest to the 
Centre spread over 40 years but it is a justifiable loss, for, 
it results from fixing the rate of interest at a more equitable 
level. 

5. It involves an extra payment of 287*5 lakhs by 
Sind by way of interest during the entire period of repayment, 
as compared with what Sind would have to pay at 3% on 
the existing order of instalments. But this payment is worth 
it for it relieves a great strain on provincial revenues. Thus 
in 1942, for example, the revenues will have to bear an 
additional burden of 19| lakhs only under the plan proposed 
against 81 lakhs under the existing arrangements and 44 
lakhs under the present order of instalments at 3%. In 
1947 the burden of debt repayment will be less under the 
proposed scheme than under any other. Thus the scheme 
has the merits of being not only practicable but also in 
conformity with the principles of sound finance and social 
justice. 






SPEECH DELIVERED BY HIS HIGHNESS THE 
MAHARAJA OF MYSORE ON THE OCCASION 
OF THE OPENING OF THE JOINT SESSION 
OF THE ALL-INDIA ECONOMIC AND 
POLITICAL SCIENCE CONFERENCE 
HELD IN MYSORE 

28th Dect^mber, 1940 

1 am very glad lo be with you to-day to open this 
Setision of the two important bodies, which are meeting in 
my Ca])itaL It is a great pleasure to me to welcome lo my 
Slate and Cajutal so many distinguished teachers of Eco- 
nomics and Political Science, the twin sciences a correct 
application of whose principles is so essential to human 
welfare, and I hope that the few days you will be spending 
in our midst will be a time of enjoyment as well as of work. 

1 trust that you will utilise the arrangements made for you 
to visit, not only centres of wJiat I may call professional 
interest, but also some of our beauty-spots, and that you 
w ill I'eturn to your homes with pleasant recollections of your 
short stay with us. 

The two Associations are holding their annual Sessions 
at the same place this year, and have decided also to have a 
joint Session. I need not commend to this body of exj)erts 
the soundness of the decision, knowing as we all do how^ 
closely related are Economics and Political Science, and how 
intimate and far-reaching is the influence of economic factors 
upon the political life of a community and how profoundly 
political objectives affect, on the other hand, its economic 
life. Indeed we may even doubt whether, in these days of 
interpenetration of political and economic objectives, any 
useful purpose is served by segregation of Economics from 
Political Science. However that may be, I trust the present 
Session will fully justify the expectations with Avhich the 
decision to meet together has been made, and that the 
innovation wdll become a permanent feature in the coming 
years. I am confident that your deliberations, separate and 
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joint, will be friendly, constructive, and helpful in solving 
the economic and political problems which confront our own 
country and the world at large. 

The affairs of men are sadly and tragically in need of 
unimpeachable knowledge and wise guidance. A terrilic 
struggle, resembling a zoological war for the survival of the 
species, is going on, and its outcome will decide whether 
mankitid will resume its slow^ march up the i)alh of progress, 
or lapse into an age of science-fed barbarism, from which 
the values of life and the grcices of European civilisation w ill 
be banished. Those whom the Gods wish to destroy, it is 
said, they drive mad first. As one hears day after day of 
endless and senseless destruction of houses, churches, 
factories, ships, railway yards, harbours and precious human 
lives, one has much sympathy with Bishop Butler’s startling 
query whether communities miglit not go mad like 
individuals. 

Yet the present century began on a note of hope. The 
era of European wars seemed to have come to a close with 
the Franco-Prussian war; differences there might be between 
the great nations of Europe, particularly on the frontiers of 
their far-flung empires, but tliese differences never overflowc'd 
the channels of diplomacy. Viscount flaldcine could suggest 
so late as September, 1913 that ‘'"the barbarism which once 
looked to conquest and the waging of successful wars as 
tlie main object of statesmanship seems as though it were 
f>assing aw^ay,” and that there w^as ‘Tittle effective challenge 
of the broad principle that a nation has, as regards ils 
neighbours, duties as well as rights.” Internal jiolitical 
progress kept pace wuth this improvement in international 
relationshijis. There was no serious erosion of the funda- 
mental rights of citizenship, which were embodied in the 
constitutions of several European countries. Social justi(’e 
was following closely in the w^ake of efficiency in production, 
as was indicated by increased taxation of the rich to finance 
schemes of social amelioration and security such as Labour 
Exchanges, Old Age Pensions, and Unemployment Insurance. 

The Great War was indeed a catastrophe, but the 
T;eague of Nations, which was its outcome, at least gave a 
form and a local habitation to the dreams and yearnings of 
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ccnluries, while the sister institution, the International Labour 
Oliicc, was born of the belief that universal peace could be 
established only if it was based upon social justice. Even 
I he Great Depression of the early thirties served to emphasise 
the need for international co-operation if mankind was to 
realise the promise of science and achieve plenty for all. 
As a notable tract of the time put it, '"Man can then, freed 
alike from enfeebling impoverishment and harassing anxieties 
and insecurities, use the resources he now has to give himsell 
both a basis of secure material (‘omfort and adequate leisure 
.... And then the real work of civilisation can at last 
begin.” 

Why did the years that followed belie these hopes, and 
after unhappy and futile ellorts to appease those whose 
appetites increased with every appeasement, fling Western 
Imrope into the witches' cauldron, which seems to be di awdiig 
into it siowdy but relentlessly the rest of the world? 

Some may find an answer ready to hand in the power- 
ful play of personality, and consider themselves forliiied by 
Acton's famous dictum that the course of 19lh century history 
had been diverted twenty-five times by actual or attempted 
crime. Nor can it be denied that the course of events in 
the last two decades has been markedly affected by the 
sinister tjersonalities of Hitler and Mussolini. But one must 
seek for a deeper cause and a fuller explanation of the 
tragic turn events took in the thirties. 1 he sovereign national 
state stands forth as the one all-embracing cause of the 
descent of mankind from the lop of golden hours to the 
tragic depths in which its destiny is being now fought out. 
The rise of nationalism and its objective embodiment in 
nation states and national economies no doubt marked a 
necessary stage in the development of human society, but 
even at the height of the popularity of nationalism as a cult, 
which was glorified almost into a religion by Mazzirii, Acton 
sounded a note of warning against the danger of identifying 
a nation with the State, and prophesied that its course w'ould 
he marked by material as well as moral ruin. The spirit of 
nationalism was wholesome as a bond, but became sinister 
when it placed a barrier betw'een one human group and 
another. Reinforced by metaphysical theories of the 
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absolutism of the nation state, and tainted by race prejudice, 
the sovereign nation state became a menace to the peace and 
the prosperity of the world. New nation states came into 
being, and national consciousness developed among peoples 
under a common rule, just at a time when improvements in 
ihe means of communication, progress in the technique of 
production, and changes in the methods and weapons of war, 
all combined to make national frontiers irrelevant, obstruc- 
live, and an anachronism. When the environment demand- 
ed a removal of national barriers, political and economic, in 
the interests of national states themselves, the spirit of 
national exclusiveness became deeper and more widespread. 
Instead of seeking security in common understanding and 
common organisation, the national states sought to strengthen 
themselves by armaments and restrictionism. 

In its economic manifestations, nationalism went against 
the logic of facts, and the efforts to establish self-sufficiency 
led neither to prosperity nor to a sense of security. The wars 
and the fears of war on the political plane had their counter- 
part in tariff' wars and in numerous devices and measures to 
get the better of the competing countries, but the common 
men and women received neither abundance nor security of 
employment. It has been said that they stood to lose their 
jobs in slumps, their liberties in fascism, and their lives in 
war. All the mechanical inventions of the 19th century do 
not seem to have lightened the drudgery of their lives. It 
was claimed recently that the problem of production had at 
last been solved for the first time in the history of man, and 
that in the immediate future, it should be possible 'Tor every 
present need of man to be satisfied with something between 
one and three hours’ work per day, and beyond that lie 
possibilities for extending the capacity for enjoyment and 
activity indefinitely.” These possibilities could have been 
realised only if mankind by an act of will organised itself as 
a unit, and exploited the unlimited resources of the earth 
as a whole. Such common action was not to be thought of 
so long as economic nationalism raised barriers between 
countries and prevented the free movement of goods and 
labour between one country and another, such limitations 
being considered necessary for strategic reasons. 
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National egoism has been responsible for the sharp 
aiita£(onisnis between stales which have led. inevitabjy to 
conflict and war. The marvellous discoveries of recent years 
which gave man increased command over nature and oppor- 
tunities for increased welfare have been harnessed to the 
service of the sovereign nation state, which meant in the 
main larger and more elaborate preparations for war. This 
misuse ol the gifts of nature and science gave rise to the 
inisgiving that man was not morally fitted to handle the new 
weapons that science had placed in his hands. ""Each new 
machine being for man a new^ organ, his body became sudden- 
ly and prodigiou^^ly increased in size, without his soul being 
able at the same lime to dilate to the dimensions of his new 
body,*" It should have been the task of the intellectuals to 
})reserve a cool and unbiassed outlook in such a conjuncture 
and instruct th(‘ rest of the community, but unhappily they 
failed in their duty and were guilty of treason to their 
charge. Instead of instructing* the minds and elevating the 
hearts of their fellow-citizens so that they could rise above 
national narrowness, they not only themselves shared the 
sentiment, l)ut also exalted the sovereign nation slate, and are 
responsible for llie intellectual organisation of political 
hatred. 

The sovereign nation stale, exalted by metaphysical 
theories of the state, often exploiting racial prejudice, resting 
on economic self-sijfiiciency organised for strategical 
purposes, using the powerful weapons of modern science for 
destructive rather than for constructive ends, based on mass 
ignorance and inertia, and supported by the intellectuals — 
that is the primary cause of the European tragedy. 

Therefore a New World Order in which peace and 
security shall prevail w ill not follow automatically the defeat 
of the Axis PowT'rs. f he enemy within the gates must be 
defeated, and the source of the present difficulties of Europe, 
a political structure which has outlived its utility, must be 
removed. The sovereignly of the nation state must go. The 
masses, like the dwarf in the story, who accompanied the 
giant on his adventures and paid in limb after limb for each 
success of his partner, are suffering and paying heavily for 
the crime and folly of their rulers. It is certain they will 
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not tolerate after the war a regime that will again expose 
them to the eyils of political conflict and economic insecurity. 
Unless they are assured that a new order will be established 
in harmony with their hopes and needs by peaceful and 
constitutional means, the millions who are bearing in patient 
hope tlie uncertainties and the horrors of the present war, 
will turn to those who make insidious promises of a short cut 
to Utopia through revolution. 

A great resjmnsibility lies on the architects and builders 
of the New Order after the war. Success in their labours 
will depend on the appeal the new schemes make to the 
reason and the feelings of men and women, on the intellectual 
apprehension and (he emotional receptiveness with which they 
meet. The task of those who would build a New World from 
which war and poverty shall be banished is two-fold. They 
have to prepare plans for the New Order of things, political 
and economic, which can be demonstrated to be possible as 
well as urgent and desirable. The other part of the task is 
to enlist the feelings of men and women on their side, to 
make them willing and eager to adopt their proposals. Not 
only must the minds be instructed, the hearts must also be 
enlarged. The first is the task of economists and political 
philosophers. For the performance of the second, mankind 
must turn to the psychologists and the educationists, perhajis 
to the jirophet and the seer, who alone can make the blind 
see and the deaf hear. Students of Economics and Political 
Science, who have to bear a large share in the task of world 
reconstruction, will supply instruction and enlightenment, 
hoping that God in His wisdom will send inspired leaders 
who will lead mankind from the valley of tribulation to th(‘ 
kingdom of peace and happiness. 



SPEECH BY RAJAKARYAPRAVINA N. S. SUBBA RAO, 
M.A. (CANTAB.), BAR-AT-LAW, VICE- 
CHANCELLOR, UNIVERSITY OE 
MYSORE 

ll my privilegt' to follow the address of His Highness 
the Maharaja with a few words on behalf of the Reception 
("ommitlee. On behalf of iny colleagues and myself, 1 
desire to say how pleased we are lo have you in our midst, 
and lo assure you that no efforts will be spared on our part 
lo make your stay comfortable and pleasant. 

It is not very long ago that I was taking classes in Eco- 
nomics; you will kindly observe I do not say I was teaching 
the subject; and I am afraid I must add 1 was taking at (jne 
lime classes not merely in Economics, but also in Politics 
iind History. In those unreformed days Economics and 
Politics were the poor relations of History, and the teaching 
staff in History was responsible for the teaching of Economics 
and Politics, even as the same Boards of Studies and of 
Examiners did duty for all the three subjects. Things have 
changed greatly since, ?'nd Economics and Politics have set 
up house for themselvcL, though each has a h'eceiving' guest. 
Mathematics in the case of Economics, and Psychology in 
the case of the latter, though Psychology claims the right to 
lodge in the Economics Household also. Economics has 
now a Chair in every Indian University, but though Politics 
is yet to receive similar recognition, independent departments 
of Politics are coming to be a marked feature of University 
organisation. 

This change in status and organisation has gone with a 
great change in environment, in an increase in what may be 
called laboratory facilities. It has been a handicap of 
social sciences like Economics and Politics that their theorems 
are not based, like those of the physical sciences, on regulat- 
ed experiments in laboratories under proper control, and the 
contributions of economists and political philosophers have 
often been merely analysis and explanation of episodes in the 
past, or bold incursions into what might be. But no science 
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can thrive on posl-mortems or utopias. In recent years, how- 
ever, the economic and political environment of man has been 
transformed into a huge laboratory, in which daring experi- 
ments are being carried on, sometimes on so colossal a scale 
that there is every danger of the laboratory itself being blown 
up, should the experiment be a disaster. The economic and 
political experiments of the totalitarian states, the war and 
post-war measures in the fields of currency, foreign trade, 
and public finance, the New Deal, are illustrations in point. 
The accepted theories of State and Government are not merely 
under revision, but are facing a serious challenge in 
discussion and operation. 

There is thus plenty of fresh material ior the toting of 
our theories and for the sharpening of our tools of investi- 
gation and analysis. But it has been our ambition 
students of Economics to grapple with social sidlVritig, and 
help in Marshall’s words, ‘’Mo open up to all the material 
means of a refined and noble life/* to contribuU' in some 
degree, directly or indirectly towards social l>e!l('rinent. So 
also students of political science aspire to make a (‘onli ibu- 
tion towards the construction of a stable and satisfying 
})olitical order, national and international. But the oppor- 
tunities for us seem to be restricted. It may be that accord- 
ing to the familiar story, when Adam Smith entered a room 
in which statesmen and men of affairs were assenibh*d, these 
all got up, one of them remarking that they were all his 
[)upils. If a Professor of Economics or Pnlilical Scienc(‘ 
now enters, literally or figuratively, an assembly of men of 
affairs, there is cnly a raising of eye-hrows in disrlain and 
amusement. Marshall, when challenged before the Gold and 
Silver Commission with regard to some statement of his about 
bills on the wheat market, could put in his place his advtn- 
sary, gentleman of experience, who was speaking, not only 
from watching the market, but as being directly engaged in 
it to a large extent for very many years past/’ by saying that 
it did not follow he had watched the right things, and unless 
he had done so, his evidence did not bear on the point. We 
have now instead his successor. Professor Pigou, admitting 
despondently that ‘‘the hope that an advance in economic 
knowledge will appreciably affect actual happenings is a 
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slender one. It is not likely that there will be a market lor 
our produce.” A similar view lias been expressed* by 
Professor Viner in his Presidential address to the American 
Economic Association last December, but he attributes this 
result to numerous handicaps under which tlie academic 
Economist labours as an active participant in tlie policy- 
making process. His role in the ordinary course of events 
is to help legislators and the executive by his expert advice. 
But 'Hlie expert should be on lap, not on top.” Professor 
Viner gives, however, the academical economist a more 
important role, that ‘iie is the custodian for society of the 
long view in economic matters,” a view which is entitled 
even in troubled periods to a full hearing, though not to 
undisputed dominaneex With that we must remain content, 
as academical students of Economics and Political Science. 
But it is by no means an unimportant role in society to be 
custodians of the long view, for, in the words of j. M. Keynes, 
"the ideas of economists and political philosophers, both when 
they are right and when they are wrong, are more powerful 
than is commonly understood. Indeed the world is ruled by 
little else. Practical men, who believe themselves to be 
quite free from any intellectual influences, arc usually the 
slaves of some defunct Economist. Soon or late, it is ideas 
which are dangerous for good or evil.” 

The meeting terminated wdth a vote of thanks to His 
Highness the Maharaja of Mysore by Dr. B. V. Narayana- 
swami Naidu, General Secretary, Indian Economic 
Association. 
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BY 

D. R. Gadgil, M.A., M.Litl. (Cantab.), 

Director, Gokkale Institute of Politics and Economics, Poona. 

Your Highness, Ladies and Gentlemen, 

I have to thank the members of the Indian Economic 
Association for having elected me President of the Associa- 
tion for the year i.nd for having thereby conferred on me the 
privilege and the honour of presiding over this, the 24th 
session of the Indian Economic Conference. 

The Economic Conference meets today in this historic 
city under the shado\v of two great calamities — one domestic 
and the other universal. In His late Highness Maharaja 
Sri Krishnaraja Wadiyar Bahadur India has lost a noted 
personality of modern times arid this State one who may be 
verily termed its maker. On this occasion all that need be 
said is that in the practical solicitude for the welfare of 
his subjects, in the discriminate and happy choice of ministers, 
in the love and patronage of learning and the arts the late 
Maharaja ably represented and carried on the noble tradition 
of the Kshatriya rulers of the Deccan. I may add that of 
his successor we confidently expect no less. 

The world has now lived through more than a year of 
a war w’hich has involved a larger extent of territory and 
peoples within it than any previous war in history; and it 
would be a mere truism to say that the crisis through which 
we are passing will materially influence the future trend of 
human history. At such a juncture the confabulations of 
academicians are apt to appear especially unreal to minds 
that are almost always a little impatient of them. The 
sanguine expectations entertained of the spread of reason 
by the founders of our science have failed to materialise and 
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wars continue to be waged even though it may be conclu- 
sively proved that they bring material gain to no party. But 
this IS no reason for despair. Humanity has come through 
similar crises in the past. Progress has not always been 
uniform or unimpeded and human history has had its dark 
ages. Through it all, however, a continuous strand can be 
discerned which represents the progress of a rich and growing 
tradition. This tradition represents the working laith of 
those who would look to a solution of human problems in 
a close and sympathetic understanding of the natural and 
social forces among which we live. 'Ihe majority of those 
assembled here share, I believe, such a faith and a crisis 
like the present makes all the more urgent the call on us to 
live by that faith. So that those of us who are unable to 
take an active part in the struggle that rages round us 
may at least feel that they are doing their bit in fitly 
carrying on the intellectual traditions which we profess to 
inherit. 

It has be^n a common practice of my predecessors in 
office to pass under review during the course of the annual 
presidential address a large number of questions of current 
interest. I intend, however, to depart from this practice and 
to take up a single, though somewhat wide, theme as the 
subject of my discourse. The theme 1 have choscm is the 
consideration of the manner in which the economic policy 
of the State in India should be moulded. The definition of 
the principles of public policy on economic questions is 
always of the highest importance and it is particularly impor- 
tant at times like the present. The economist has always 
claimed to speak with authority on this matter. The 
founders of our discipline — the Physiocrats and Adam 
Smith — were concerned intimately with the definition of the 
attitude of public authorities towards economic life and the 
extent and the methods of regulation to be exercised by the 
State over it. Indeed, it may be said that the search for the 
criteria of economic policy was the motivating force of their 
intellectual activities. Discussions regarding a public 
economic policy have played a dominant part through- 
out the subsequent history of economic thought. In recent 
years there has, no doubt, emerged a school of thought which 
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would divorce, almost entirely, the connection l>etween 
economic science and public policy. The actual behaviour 
of the majority of the protagonists of this school, however, 
belies their protestations. For, some of the most strenuous 
of them are amoiig the most prolific and the most emphatic 
in the expression of opinions on matters of immediate 
public interest. Obviously the only title to consideration 
from the public to which academic economists can lay claim 
is that acquired by their study of economics. If, therefore, 
the pure ” economists behave as if in their opinion the 
study of economics entitled them to say something on current 
problems which was worth a hearing from the public, this 
can only be because there subsists some connection between 
the study of even “pure” economics and public policy. This 
problen!, then, of the end and means of public economic 
policy has always been one of the main objectives of the 
economist’s quest and continues to hold the posilion even 
today. 

To the question whether there are any definite criteria 
of public policy which economics lays down the economist 
has until very recent times been wont to give an unequivocal 
answer. It has usually been axiomatic with him that the 
welfare of the largest number was and should be the prop(‘r 
goal of economic activity and that this was best attained in 
a society in which the activities of the private individual 
were interfered with as little as possible. The doctrine of 
laissez faire and economic science were born together and 
have until recently been inextricably associated. During 
the last few years doubts have been cast on many of the 
assumptions on which the doctrine of laissez faire has been 
founded and academic economists have been chary of making 
the assumptions 'n their ai-^alysis. It has, for example, been 
argued that the concept of welfare should be banished from 
the field of economics as it was based on reasoning that was 
not scientific. And some economists have been so impressed 
with the objection that a considerable amount of ingenuity has 
been expended on proving that welfare economics, which 
after all represents the chief body of thought with which 
most except the “purest” economists are chiefly concerned, 
can be retained within the fold without making the unscienti- 
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fic assumptions. On the other hand, there is also a growing 
body of thinkers who feel that the assumption that a mini- 
mum of interference leads to a maximum of welfare* is it- 
self not justified. However strong these dissentient trends 
may have shown themselves in modern times, the main body 
of economic thought is still deeply under the influence of 
the doctrine of laissez faire. Economists when writing on 
public policy habitually take the laissez faire assumptions 
for granted and the models of the economic theorist are so 
constructed as to lead to laissez faire conclusions. Indeed, 
whereas one result of the Great Depression has been to 
move public policy and some economists away in most coun- 
tries from laissez faire it has also led to a revival of some 
characteristic laissez faire dogmas in an acute form in the 
academic world. I do not think that it is necessary for me 
to give examples of the dominance of academic economics 
by assumptions which lend support to laissez faire or of the 
bias towards it in the writings on policy of economists in 
general. But some remarks may certainly be made regard- 
ing the modern version of the older doctrines which has 
played a considerable part in the writings of economists 
during the last ten years or so. There is yet no uniformity 
in the formulation of this modern version; as a fact, it is 
usually to be found only implicit in the analysis. I may, 
however, cite for illustration certain explicit statements 
recently made in regard to it by Mr. Harrod.' Mr. Harrod 
treats of the competence of the economist to give advice and 
is discussing the limitations on the validity of the advice 
tendered by him. There are in his opinion certain direc- 
tions in which the advice has unqualified validity and is 
universally applicable. The great merit of Adam Smith 
according to Mr. Harrod lies in his having found the one 
criterion which enables the economist to judge of policies and 
actions infallibly. Mr. Harrod calls this the “'Economic 
Criterion” and defines it in the following manner. ""If an 
individual prefers a commodity or service X to Y it is 


^ H. F. Harrod : Scope and Method of Economics, Econo- 
mic Journal, September, 1938. 
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economically better that he should have it. Similarly if the 
individual prefers work X to Y or dislikes it less it is econo- 
mically preferable that he should have it.” This constitutes, 
we are told, the economist’s criterion of good or bad. But 
surely it is merely the substance of the old laissez faire doc- 
trine under a new guise. This definition of the “criterion” 
raises many problems. Firstly: What is the meaning of 
“economically” better? What can constitute the economist’s 
“good”? Are not terms being used here which are con- 
nected essentially with the process of valuation? Can any- 
thing be called economically good or bad, as, say chemically 
or biologically good or bad, without the intrusion of extra- 
neous values which have nothing to do with the scientific 
study of surrounding phenomena? Having first decided 
that economics is not a normative science, this looks like an 
attempt at prejudging questions of public policy by intro- 
ducing by the back-door normative considerations in a defi- 
nition of the economic good. The definition again embodies 
typically laissez faire prejudice. The “criterion,” let 
us note, is said to be of universal validity. But men have 
in large numbers habitually preferred drugs and drink, un- 
healthy food and overwork; all action taken to prevent them 
from having their hearts’ desires in these directions would 
then have to be described as economically “bad” and the 
“Opium War” could be characterised as one undertaken in 
pursuit of the economic “good”. Again, why should the 
preferences of individuals be taken to be axiomatically 
supreme and why should the criterion entirely neglect the 
group or the society? It is difficult to discern any “econo- 
mic” reasons for this definition of “economic criterion” and 
Mr, Harrod offers us none, though he insists that advice 
based on the “criterion” will be free from “ethical bias”. 
I do not desire to discuss at length Mr. Harrod’s attempt at 
defining the economic criterion. My purpose in drawing 
attention to it was merely to emphasize the hold of the 
laissez faire attitude on economic thought even today and 
the curious ways in which it manifests itself. Most acade- 
micians seem yet to believe in a presumption in favour of 
laissez faire and seem to think that the onus of the proof is 
necessarily on the shoulders of those who would not agree 
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with their assumptions. The altitude of Prof. Viner? who 
frankly states that the economic and iK)litical formulations 
in the liberal tradition are dogmas and not axioms is yet 
too rare and the opinion expressed by Mr. Keynes years ago 
that problems of policy cannot be settled on abstract grounds 
but must be handled on their merits in detail is yet unheed- 
ed.^ Though the academicians are still ruled by traditional 
beliefs the trends in public policy have been decisively 
reversed. During the last two decades events have increas- 
ingly conspired to move governments into policies of greater 
and wider interference. This movement has reached a cli- 
max during this last year when wc have found the ""Econo- 
mist” newspaper — the very home and citadel of the liberal 
tradition in economics — supporting vigorously such hetero- 
dox doctrines as that of a “’National Minimunr’. In this 
country, however, those in authority still cherish the old 
dogmas and over our economic destinies rule those who 
openly express contempt for the tradition in Indian econo- 
mic thought which has ventured, for many decades past, to 
express dissent from them. 

I do not desire to detain you long with a discussion of 
the familiar theme of the operation of laissez faire in India 
during the last 100 years. The fruits of what may be called 
the obviously ""interested” version of this doctrine represent- 
ed, of old, by the cotton excise duty and in recent times by 
the ""economic safeguards” lie outside the scope of my 
subject, I shall further not talk about policy in relation to 
trade and industry where also ""interest” may be said to 
have entered to a greater or less degree, but shall deliberate- 
ly choose for illustration one or two extensive fields where 
laissez faire may be supposed to have been worked without 
any bias or prejudice. The development and the working 
of the rural credit system in India offers a specially instruc- 
tive example. We can here witness the results of a rapid 
transition from conditions of restraint imposed by laws and 
by social conventions to a state where there was complete 

2 J. Viner : Short and Long Views in Economic Policy. 
American Economic Review^ March, 1940. 

3 J. M. Keynes : End of Laissez-Faire^ 1926. 



918 


D. R. GADGIL 


liberty for the^ borrower to ruin himself and for the creditor 
to exploit him mercilessly. The classic description of the 
debtor-creditor relations created by the joint operation of 
laissez fairc and the British judicial and administrative 
system is that contained in the report of the Deccan Riots 
Commission. This- is the first vivid official account; later 
studies in various i)arls of the country have added to it 
much in detail and the elaborateness of analysis but the 
essentials of the problem remain as then disclosed. The 
fundamental factor in these relations is the great disparity 
in knowledge and economic power between the two parties; 
so that, where the disparity is the greatest the results are the 
worst. It is in the more precarious and poverty-stricken 
tracts that the moneylender is decisively dominant; and 
where, as in the case of the aboriginals, these conditions arc 
accentuated by habits born out of a traditional primitive lib' 
the borrower is often no better than a serf.^ The failure of 
a policy of laissez faire to generate corrective forces, even 
in the very long term, is (uily too obvious over the whole 
field of Indian rural credit. 

I would, in this connection, draw special attention to 
the intrusion and the s{)read of the non-indigenous money- 
lender in many parts of rural and urban India. Here 
again the poorer the tract or the class the more in evidence 
is the non-indigenous moneylender. The rural type is the 
earlier and is well described by the Deccan Riots Commis- 
sion. The urban type takes rise later and culminates in the 
terrorising bully A\hom all students of labour conditions, 
especially those of industrial labour, agree in considering 
a social pest needed to be eradicated immediately. We shall 
leave it to the champions of laissez foire to discover the 
services to society of the non-indigenous moneylender which 
justify his emergence and spread; for, he certainly brings 
neither technical skill nor capital into the locality. To me 
his chief asset seems to be his ability to disregard the conven- 
tions and the decencies by which the social group, in which 

^ For a recent official description see Symington : Report on 
the aboriginal and hill tril^es of the partially excluded areas in 
the Province of Bombay, 1939. 
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he finds himself, is bound and his willingness lo take the 
extremist measures within the law and, if possible, .even 
outside it. With this advantage he is able to oust the indi- 
genous moneylender in all the poorer and the socially less 
integrated communities; and wherever lie flourishes he is a 
lorce making for further social disintegration. 

A parallel to these circumstances of our credit system 
can be found in the West chiefly in the field of consumption 
loans in the big cities. It is noteworthy that the need for 
regulating this field severely has been felt in most of the 
advanced countries and that in U.S.A. "small loan” legisla- 
tion has evolved, in most states, a strictly supervised 
.system of licensed and controlled moneylending. 

Another large' fhdd in which the failure of the usual 
laisscz faire assumptions may be shown to be markedly 
evident is that of the wages of industrial labour. The tradi- 
tional market analysis yields the result that payments for 
similar seiwices will be the same and it has been usually 
taken for granted that payments to the various types of 
workers in given occupations or industries in a locality or a 
region will tend to uniformity. This trend should further 
be specially marked among workers in modern large-scale 
industry who are concentrated in a few important centres. 
Tlic data regarding wages paid to industrial workers in 
India reveal a state of things which is at considerable vari- 
ance with the result of this market analysis.^ Except where 
some measure of collective bargaining or external regula- 
tion is present, large dilferences are found to exist betw^een 
the scales of payments to workers engaged in even contiguous 
establishments and no trend can be observed towards the dis- 
appearance or reduction of such differences. The forces 
which are usually said to make for a disturbance in the 
working of a free market for labour in other countries have 
mostly been absent in India. Trade Unions have been either 
absent from large parts of the field of industrial labour or, 
where present, have been mostly ineffective; employers’ 

^ This slatcnient is based on an examination of recent data 
relating to industrial wages in India which I undertook in another 
connection. 

F. 2R 
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organisations have also not usually paid any attention, till 
very recently, to the regulation of wage rates and the State 
has done nothing. And yet in this market, subjected to ah 
most no influence or interference from outside, one finds con- 
ditions which can only be described as chaotic. Ihis leads 
me to suggest that in the actual world, free market analysis 
works out as supposed only under a given set of social con- 
ditions. For example, in England, where most of these 
ideas were first foimulated Vvages were, for the greater part 
of the nineteenth century, influenced over a large part of the 
industrial field by custom and convention. Entirely apart 
from the influence of Trade Unions, the Webbs have pointed 
to the extensive area covered by "‘shop bargains,” by 
""custom of the trade” and by local ‘"working rules.” One 
suspects that it was more these, than the fact of a free labour 
market, that brought about and maintained such state of 
order as ai)peared in English wag(‘. payments in the nine- 
teenth century. English labour in the modern machine 
industry, especially skilled labour, never lost the organisa- 
tional traditions of the earlier period and these grew in 
volume and influence with the progress of the century. In 
India, on the other hand, there was no such continuity of 
tradition; industrial labour grew up mostly in new cities and 
was recruited from diverse regions, diverse occupations and 
from all strata of society. This heterogeneous mass was 
again not stable in its composition for any long period. 
Hence it, and in a somewhat similar manner the class of 
employers also, ideally fulfilled the requirements of free 
market analysis. Ihe result lends su|)port to the view that 
except under ajipropriate social conditions laissez faire does 
not lead to order but, as one would naturally expect it to do, 
to chaos. 

I may now go on to a consideration of another concept 
closely associated with laissez faire which has had and which 
continues to have a considerable influence on public policy. 
This is the "‘universal ism” wdiich is implicit in tradi- 
tional economic analysis. The international liberation of the 
eighteenth and nineteenth centuries which dominated the 
development of modern economic analysis is based on what 
Frof. Robbins has termed the "‘cosmopolitan utilitarian 
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calculus.”® Let us realise clearly what the academic eco- 
nomist in Europe means by the cosmopolitan calculus. 
By the cosmopolitan calculus is not meant a careful calcu- 
lation of the effects of given policies pursued by individual 
nations on the particular circumstances of the different 
peoples and nations in the world. Such a concrete study 
is entirely foreign to the notions of these economists; indeed, 
if attempted, it would have revealed to them the great diffi- 
culties of the cosmopolitan calculus and the impossibility 
of finding a uniform basis on which to conduct the calcula- 
tions. The cosmopolitan calculus of the international 
liberal was based on the hypothesis of a uniformity of 
world conditions and meant merely the generalization of 
such causal relations as may be discerned in the working 
of the economy of an advanced European nation. Beer has 
pointed out that the universalism of the Physiocrats is 
derived largely from medieval schoolmen.* The chief 
argument advanced by (^luesnay, for example, against the 
mercantilist notion that one nation can profit in trade at the 
expense of another was that a good and a just God has 
wished that it should not be so. Quesnay had further no 
opinion of the merchant engaged in international trade and 
thought of the financier as a stranger in his own land. Adam 
Smith's beliefs had not the same medieval and theological 
bent; they were dominated by the naturalistic concept of 
the ‘invisible hand.” It is noteworthy, however, that this 
confidence in the beneficent working of natural forces did 
not lead Adam Smith to ignore the realities of the situation, 
as witnessed by his acute analysis of the working of the 
government of the East India Company and its officials in 
Bengal.^ None of the classical economists or their followers 
in the nineteenth century exhibited, however, this faith or 
this vision; their universalism was for the most part merely 

^ Prof. L. Bobbins; Economic Factors and International 
Disunity. [World Order Papers, 1940.] It is interesting to 
observe Prof. Robbins deploring, in this connection the disregard 
of the utilitarian calculus the prestige of which in economic 
analysis he has done so much to undermine. 

^ M. Beer: An Inquiry into Physiocracy, 1939. 

® Adam Smith ; Wealth of Nations, Bk. IV, Ch. VII. 
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an assumption implicit in their analytical procedure, an as- 
sumption whi«h was rarely explicitly stated or defended and 
whose nature was never properly explored. If these econo- 
mists had been endowed with the same vision as Adam Smith, 
we would surely have found at least one of them explaining 
how the nature of British interests in India and the struc- 
ture of their administrative machinery made it impossible 
for the government to smoothen the transition from one 
economy to another in this country. 

While the genesis of this peculiar “universalisrn” is 
clear its dominance and continuance till very recent times 
needs explanation. It is a commonplace of the history of 
human thought that notions are widely accepted and popu- 
larly believed not because they can be proved to be logi- 
cally valid but because they work. In retrospect, it may 
appear strange that such beliefs were once held but contem- 
poraneously they derive their strength from their being 
efficient instruments in building up concrete workable 
policies.^ The universalism of Anglo-French thinkers was 
in this manner justified by its fruits; it worked. Or, to 
differentiate between the two, it may be said that the French 
belief in universalism continued to be founded in an abstract 
philosophical idealism while the British belief had a 
more solid and practical basis. The French interest in 
international trade or technological advance was, through- 
out the period, of a comparatively minor importance. To 
the British, however, their universalism was a practical 
necessity. At the beginning of the nineteenth century the 
British were leading the world in material production tech- 
nique to an extent unparalleled in modern history. The 
greater the field over which they were able freely to 
operate, the greater the extent to which they reaped the 
fruits of this advantageous position. Prejudices, however, 

^ It is not necessary to resort to the materialistic philosophers 
in order to find support for this proposition. Carman (History of 
the Theories of Production and Distribution) has, for example, 
conclusively shown that while the ideas of ihe Classical Economists 
were scientifically unsatisfactory, they were excellent tools for 
dealing with the immediate concrete problems of the Poor Law and 
the Corn Law^ Whitehead (Science and the Modem World) puts 
forward an analogous proposition in a wider context. 
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die hard and it was not till the nineteenth century was con- 
siderably advanced that universal free trade ‘was, e\'en in 
England, fully accepted and operated upon. The fruits of 
the policy were, however, too obviously good and plentiful 
for it not to secure general acceptance. This explanation is 
rendered the more plausible by the subsequent history of 
English ideas on the subject. The loss by England of the 
decisive leadership in technology towards the end of the 
century leads to a change, first in emphasis and then in 
fundamental ideas. It may be admitted that the position of 
the bulk of the economists and intellectuals was unchanged 
till about 1920. But the course of the last two decades has 
revealed interesting developments. Among living econo- 
mists there is perhaps no one who can sense as keenly as 
Mr. Keynes the inwardness of passing events; and it was 
he who in his “Economic Consequences of Mr. Churchill” 
first put forward an English case in favour of discarding 
universalism in the monetary sphere. And when some 
years later his predictions were proved only too coiTCCt he 
came out openly in favour of national self-sufficiency in this 
respect. A surprisingly large body of English economists 
immediately agreed with him and thus ended the sway of 
the notion of universalism. For, you cannot interpret the 
brotherhood of man sectionally and uphold universalism in 
one sphere while rejecting it in another. 

It is too sirnjde an explanation of this revolution in 
ideas to talk of it in terms of a betrayal or an aberration on 
the part of the intellectuals. Truth to tell, the roots of this 
belief were never too deep and its character was always 
formal. I may illustrate this by referring to the develop- 
ment of economic thought on the subject of what has come 
to be called “technological unemployment.” The subject 
has naturally received the attention of economists fiom al- 
most the beginning of the industrial revolution, but its 
consideration was for the larger period conducted under 
somewhat peculiar conditions. The economists when dis- 
cussing this question always took the long view. This was 
not only because that was what the economist habitually did 
but also because the short-term effects of technological 
changes were not fully felt in the countries in which the 
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industrial advance was taking place. For the greater part of 
the nineteenth century the bulk of the unemployment result- 
ing from industrial advance was evident in countries outside 
the advanced countries of the West and only the expansion- 
ary effects were felt within their areas. The adverse effects 
of the mechanisation of the cotton industry, for example, 
were, except for a short period in the beginning, felt chiefly 
in the distant continents. The same was the result of the 
growth of the metal and engineering trades. On the other 
hand, the increased demand for machine-made goods from 
distant peoples was reflected in a steadily growing employ- 
ment in the new industries in these pioneering countries. 
The economist could, therefore, content himself with point- 
ing to the obvious benefits, in the long run, of the techno- 
logical revolution without troubling himself with the length 
of this period or the misery that might be caused in the 
intervening years. The nineteenth-century economist con- 
fined himself optimistically to the long view not because he 
shirked from thinking of the short period but because dur- 
ing that century, when the wheels of progress ran smoothly, 
there was no need to concern oneself with a shorter or a 
more critical point of view. It is only recently that the 
spread of modern industry to other countries and continents 
and the continued progress of inventions have brought home 
the difficulties acutely,^ ^ That is why there has been in 


Tins as})ect was not so neglected by the English writers in 
the earlier part of the 19th century as later. But then it should 
also be noted that they did not resort to the cosmopolitan calculus. 
For example, Babbage when writing on the exportation of 
machinery {Economy of Manufactures^ Chap. XXXIV) advocates 
free exportation not because a spread of the new technique was 
in the interests of humanity but because, for a variety of reasons, 
such exportation could not hann English interests. 

It is part of the topsyturvydom, from our point of view, of 
western economic thought that when the short-run now receives 
attention it should be almost entirely in connection with the 
progress of technical advance in non-European countries. Thus 
Prof. Staley in his broad and sympathetic survey of world prob- 
lems cites the following as the most typical example of the occa- 
sional conflict of world welfare with the w^elfare of particular 
countries. He writes : “The British textile industry, for example, 
has thus far borne the brunt of the transition occasioned by the 
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receill years more consideration given to the immediate un- 
employment caused by tlie progress of tcclinQlogy, apart 
from the larger employment it may ultimately create; 
and in this latler respect also the verdict is not so emphatic 
as it used to be once. Even so the industrial countries of 
the West have experienced nothing like that entire upsetting 
of the traditional economy without compensating alternatives 
which has been our experience for a century. The nearest 
to this experience that they have approached has been in the 
field of agriculture, where the technological changes in 
Colonial agriculture have impinged disastrously on the 
jieasanlry of many European countries. Even the modern 
refinements in the analysis of technological unemployment 
do not take into account the large variations in the incidence 
of this unemployment as between country and country^ And 
yet to us in India these differences are the most striking 
feature of the situation. To us the technological revolution 
has meant chiefly tlie successive loss of avenues of employ- 
ment. And this experience must continue with the con- 
stant progress of technology as long as the disparate posi- 
tion continues. Wlierever either social, political or geo- 
graphic factors prevent the wdde adoption of modern tech- 
nology the impact from outside of its jiroducts must lead 
to unemployment without necessarily resulting in suflicient 
compensatory a('tion. These aspects of the question rarely 
receive their due attention and the analysis is carried on on 
the hypothesis of iiniversalism because its postulates fit, 
approximately, or used to fit the. facts in the Western 
countries. 

All these considerations emphasize the fundamental 
importance, in determining economic policy, of the social 
environment within which the economic problem is posed. 
In the field of apjdied economics the social background is 
all-important, especially when there is an attempt, as has 
happened throughout the last 150 years with us, to apply 

increased efficiency of Japanese textile-making/' (E. Staley. 
World Economy in Transition, 1939, p. 92.) Them is not a word 
about the heavy transition cosls that countries like India and China 
have home for over a century and still continue to bear! 



926 


D. R. GADGIL 


the theoretical analysis formulated and the lessons of 
exj^erience gained in one country to another very differently 
circumstanced. Tlie economic history of modern India 
affords many examples to illustrate this statement. Con- 
sider, for example, the first important step in economic 
policy taken by the fmglish in India— the establishment of 
the Landlord Sysft'ni. While the peculiar character of the 
system introduced in Bengal Avas no doubt the result of 
particular local and historical circumstances men like Lord 
Cornwallis may well have thought of the great benefits that 
the landlord system would confer on the land. And this 
was natural when they had before their eyes the results of 
the work of private experimenters like Tull or Bakewell 
and of private landlords like Townsend and Coke. But 
while the administrators could create the landlords they 
could not equip this newly created class with the social 
traditions of the English country gentry — traditions w^hich 
were peculiar to England and which were lacking even 
across the channel in contemporary France. Tlie result of 
the experiment is well known. Whatever else may be 
claimed for them, the landlords either in the ])ermanently 
or the temporarily settled provinces have not functioned as 
pioneers of agricultural improvement. 

The difference made by the political and social envirfui- 
ment is even more strikingly brought out when we (M)nsidcr 
the nature of the develo|)ment of modern industry in India. 
Veblen has pointed out that the acquirement of the ‘“premises 
and logic” of modern technology is a sufficiently simple 
matter and that in the process of this acquisition the borrow- 
ers have certain advantages over the originators. In an 
acute analysis he lays bare the factors to which was due the 
advance made by German industry in competition with the 
British. Apart from the absence of conventional restric- 
tions or obsolescent equipment the German industry pos- 
sessed at the start certain special advantages. These were, 
an educated middle class with an intellectual habituation 
favourable to the ready acquisition of modern technology, 
a sufficiently well-instructed force of operatives and work- 
men and the fact that the German adventurers in the field of 
business were captains of industry rather than of finance 
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who were accustomed by tradition to be content with a rela- 
tively .low return.^ “ Similar favourable circumstances^ ob- 
tained in the case of Japan also. The policy of the govern- 
ments in the two countries also actively influenced the course 
and pace of their industrialisation. In this vital matter the 
predisposing social and political conditions are thus seen to 
have very considerable influence. This is true of India 
also; the courses of such development of industries as has 
taken ])lace in India has been largely moulded by our social 
and political environment. In their aptitude for taking to 
modern machine industry both our educated and our work- 
ing classes inherit traditions and have characteristics very 
different from those currently attributed to Germans. And 
even more important than this is the fact that the large 
majority of our industrial capitalists are recruited from the 
ranks of those whose traditions and habits of thought have 
been formed in the vocations of the money-changer and the 
financier. It would be easy to show how all these circum- 
stances have had their share in shaping, in the past, our 
industrial history and how they continue today to dominate 
the situation. 

The development of economic ideas since 1920 has 
sometimes been called ‘"neo-mercantilist.” But if by the 
mercantilist tradition is meant the tradition of the social 
thinker to speculate in relation chiefly to the concrete prob- 
lems of his environment and to think of the good of the 
collective group of which he is a member, there is no reason 
to stale that there ever was a break in that tradition or 
lliat it survived only in some countries and not in others. 
And let me state this, that I do not feel that the social 
thinker is to blame in ordinarily adopting this point of 
view. Except in the realm of abstract speculation the 
specific local circumstances are of the utmost importance in 
all social studies, and it is but natural that the turn that 
social sciences take in a country should very largely be 
determined by the environment in which the students find 
themselves and the urgent problems which they are called 
upon to tackle. When one frankly accepts this point of 

^‘•^Veblen: Imperial Germany and the Industrial Revolution. 
Chap. VI. 

F. 29 
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view the peculiar nature and the particular trends of the 
Anglo-French and latterly the Anglo-American tradition in 
economic thought become clear and it becomes unnecessary 
to charge the British economists with hypocrisy. It becomes 
at the same time evident that the application of the lessons 
of British experience and of the views of Anglo-American 
economists have distinctly limited validity. 

I may conclude this part of the subject with the observa- 
tion that we must reject the laisscz faire bias in economic 
speculations, reject the })seudo-universalism which consists 
merely in the assumption of a uniform set of conditions as 
ruling in the world without enquiry into the differing needs 
and circumstances of the various peoples, and we must beware 
of the immense difficulties involved in the application of the 
results of theoretical analysis to practical problems. And 
as Mr. Shove says, we must remember that “the economist 
who knows his business relies in the main on disciplined and 
informed common sense,’' and that “the more he knows about 
men and their ways the surer will be his touch in making the 
necessary judgments. Mr. Shove also proceeds to point 
out that the student, if he wills, has much greater opportunities 
of acquiring and properly analysing such knowledge than 
the practical man. 

Modern apologists of laissez faire tend usually to argue 
that laissez faire does, in the long run, operate well and bring 
about a stable equilibrium and that its shortcomings are 
glaring only for the period of transition. This sort of 
reasoning seems, however, to miss the very core of the 
situation. In a stable or static economy where changes did 
not take place at all or took place only very slowly, the 
concept of laissez faire is extremely unlikely to originate. A 
quasi-static society is bound to be dominated by concepts of 
order and of just price. Laissez faire is a prescription 
essentially for a changing economy. Its chief claim is also 
founded on its efficiency in directing changes in the most 
advantageous channels. Now, a changing economy under 
modern technological conditions is an economy which is 

G. F. Shove : Economics and the Social Sciences in Ths 
Social Sciences, their relations in theory and teaching, p. 160 
(1936). 
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perpekially in a state of transition. To say then that laissez 
faire fails only in periods of transition, is effectively to give 
up the whole case in its favour. The fact of the matter is 
that laissez faire does not suit all types of changing eco- 
nomies; it suits o^ily one phase of the change, that phase in 
a country when the transition from one economy to another 
is brought about under conditions of constantly growing 
prosperity. It thus suited the England of the nineteenth 
century or U.S.A. when the resources of that country seemed 
limitless. The condition of India has, however, been for the 
last century and a half very different and continues to be 
different. Throughout this period India has been bearing 
the brunt of the results of the technical progress — ^both 
agricultural and industrial — in other countries. Its internal 
situation has been such that it has not found it possible to go 
a long way in adopting modern technique. Hence, each 
important fresh advance in technique has created for us 
problems of unemployed resources and men. The govern- 
ment in India has done nothing to smoothen the progress; it 
has, on the contrary, perhaps done something to aggravate the 
difficulties. The entire period has been, therefore, one of 
grave difficulties. Such advantages as have accrued to us 
have been mostly incidental and accidental ; tiiey have for the 
major part been incidental to the industrialization of the 
other countries and to the cheapening of rnanuf actured goods. 
The peiiod of technical change, so far as one can look into 
the future, is by no means nearing its end and we may expect 
a continuous alteration of the technical structure of industry 
and notable advances in agricultural methods. As such 
changes are always found to be pre-dominantly to the 
advantage of highly capitalised and technically advanced 
societies in relation to those backward in these respects, the 
changing economy of the near future will present to India, 
problems essentially similar to those encountered by us in the 
recent past. A national economic policy for our country 
must, therefore, be one which is suited to a period of transi- 
tion; the character of this period of transition we can envisage 
from our experience in the past. 

It is not my intention to discuss in detail the manner in 
which such a policy could be built up or the main features 
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that it might exhibit. In order, however, to illustrate what 
I mean by a national policy suited to a changing economy or 
to a perpetual period of transition, I shall refer briefly to 
certain aspects of it which I feel to be important. I would 
put in the forefront, the problem of Relief. I suppose it will 
be readily agreed that an outstanding feature of a changing 
economy is some measure of insecurity. This insecurity will 
appear chiefly in the results of the employment of resources. 
In view of constant changes that may be taking place nobody 
can rest assured about the continuance of the profitable 
employment of natural and capital resources or of labour. 
A change may lead to an almost sudden cessation of employ- 
ment in certain directions as happened in the case of indigo 
growing and manufacture, or it may mean a continuous 
deterioration in the conditions of employment in a particular 
industry over a long period as has been happening for over a 
century in the handloom industry or it may mean the cutting 
off of a resource and the upsetting of the balance of the 
economy of a class as happened after the introduction of 
motor transport in those tracts where the peasantry relied 
partially upon the earnings from carting. We are today 
facing the problem created by the accumulated effects of a 
series of such changes. This has rendered the Indian problem 
of the unemployment of men and resources not so much 
cyclical as chronic. In the circumstances, the primary social 
responsibility is, of course, that for the relief of distress 
caused by this historical process. In most countries even of 
the western world poor relief has been traditional and un- 
employment insurance in one form or another covers an ever- 
widening field in recent years. In India the only measure 
of this character adopted has been the opening of famine 
relief works by government at times of widespread failure 
of crops. The incidence of this relief is, however, occasional 
and it is further available only in times of failure of crops 
due to natural causes and not in other times of agricultural 
distress as, for example, that brought about by a collapse of? 
prices. I do not think that it is necessary to argue the case 
for the urgent need for the introduction of some general 
system of poor or unemployment relief in India. The 
question, however, is rarely mentioned except sometimes in 
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connet^tion with industrial labour; and the method or the cost 
of such a measure are subjects which have jiot yet, been 
adequately discussed. I am personally led to think that the 
best way of meeting the problem is to follow the same 
methods as those devised by the famine relief administration. 
Instead of framing programmes of relief works which are 
resorted to only occasionally there should be continuous 
schemes of annual public works which would afford the 
necessary employment and relief. The provision would be 
necessary chiefly in the off-season of agriculture. There 
should be no dearth of suitable items for such a public works 
programme. The extent of the construction of roads, 
embankments, wells, tanks, or work of afforestation, etc., 
that could be usefully undertaken in rural India is very 
considerable and this is work that will enlarge in a productive 
manner our capital equipment. Obviously, the scale on 
which these annual works are provided would be very much 
smaller than is usual in a year of famine; they would also 
not be large concentrated works but local works scattered 
over the districts. I do not also think that their cost would 
prove them uneconomic. In other countries where the policy 
of relief through public works has been found costly that has 
been largely because of the need of adapting labour, which 
was mainly industrial, to work to which it was unaccustomed 
and in some respects unsuited. With us, however, labour 
seeking work on relief works would be accustomed to the 
work it would have to do. The provision of work along these 
lines would obviate many of the difficulties in the way of the 
administration of relief or insurance schemes on the western 
model; and this seems to me the best way in which to begin 
to tackle this problem. I am aware that the cost of such a 
continuous public relief works policy would be considerable; 
but I am convinced that whatever the cost it must be borne. 
For, this is a primary responsibility which the society must 
recognise and the state should take upon its shoulders. It 
will be realised that what 1 propose bears no relation to the 
concept of a national minimum. It falls short even of a 
general system of poor relief. It is merely the belated 
generalised acceptance of a responsibility for providing work 
to those seeking it which even the laissez faire Indian 
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government of the last century accepted as falling on "itself 
during times like that of a famine. The effects of the changes 
of the last century have not been uniform ; some classes have 
prospered greatly owing to them while others have suffered. 
The least that can be expected in a social group is that those 
who suHer are saved at least from complete starvation. It 
will, of course, be no use undertaking this responsibility if 
it means a further increase in the burden on chiefly the agri- 
cultural classes and I take it as axiomatic that in any future 
reconstruction of our economy a correction of the regressive 
nature of our tax system will be the first to be attempted. 
There are many other incidental advantages which I consider 
will follow the adoption of such a public works relief policy. 
1, however, advocate it here mainly on the ground that it 
represents the beginning of an essential step in the formation 
of the economic policy for a changing India. 

The second point to which I would draw attention is the 
regulation of the pace of the transition. It is obvious that 
the future direction of technological change is unpredictable 
and the area that it may at any time cover cannot be foreseen. 
It is, therefore, not possible to keep society in a state of 
preparedness for the impact of the next set of changes. 
Further, given the distribution over area of the population, 
the training for particular vocations imparted to men and the 
investment in durable capital goods the extent of change to 
which economic society can adapt itself during a given period 
of lime is limited. The costs of a rapid transition are both 
material and psychological. It is often argued that each 
change tends in\ariably to a somewhat greater economic 
welfare in the future and the dilemma of a clash between 
security and progress is posed, with progress being usually 
taken as obviously preferable. It has, however, to be 
remembered that periods of transition are short only in 
comparison with the span of human history but are long as 
human lives go. They often cover generations. And in 
view of this it is arguable that it should not after all matter 
much, in the long run, whether a particular set of techno- 
logical changes took eflect immediately or some years later. 
Economists in the early decades of the nineteenth century' 
usually recognized the need for regulating the manner in 
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which an invention was adopted. J. B. Say, for example, 
recommends that the State should deal with the problem of 
technological unemployment in the following manner. 
‘‘Restricting in the beginning the use of a new machine to 
certain districts where labour is scarce or required in other 
industries . . . providing in advance for the employment 
of the idle by undertaking at its own ex{>ense works of 
public utility such as a canal, a highway, a big building . . . 
promoting a transfer of population from one locality to 
another.”^^ This advice was ignored in the nineteenth 
century because the need for it was not felt by the indus- 
trially advanced countries; today its importance is being 
slowly realised. However, the chief type of control exer- 
cised at present over the introduction of new inventions is 
that by the activities of various types of vested interests. 
If the State itself controls investments likely to be affected 
by new inventions it is usually prompt in controlling them. 
The best instance of this is,, of course, the attitude adopted 
by all governments which owui railway systems towards the 
extension of mechanical road transport. The Indian 
government, faced with the new means of transport, talks 
readily of the dangers to public investment; but it does not 
yet recognise the corresponding responsibility where the 
traditional mode of living of millions of people is similarly 
endangered. The extent of the suffering involved in the 
process of transition is yet very inadequately realised. The 
artisans and the agriculturists have undoubtedly suffered the 
most. The history of the fortunes of the handloom industry 
is a continuous record of partial stabilisations followed by 
ever-fresh periods of disaster, I can vouch from the find- 
ings of detailed studms of conditions in centres like Shola- 
pur and Poona for the precariousness of the equilibrium in 
the industry and the appalling conditions of work and liv- 
ing obtaining within it. And yet governments have attempt- 
ed little to remedy or to allewiate the situation. Whether 
it was on account of a general belief in the wu'ongness of 
governmental help or latterly because of a belief in the 

Quoted in Technolof^ical Trends and National Policy. 
(National Resources Committee, U.S.A.), p. 86. 
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unworthiness of an industry using machine yarn, the 
handloom weavers as a body have been left much unto them* 
selves. Theirs, however, is merely the outstanding specific 
example of a large genus. 

The potential field of the origin of technological 
advance is vast; it is coextensive with the whole of the area 
where advanced technological methods of production are 
followed and their practical and theoretical problems are 
systematically studied. Any important advance has also 
repercussions which cannot be confined to its owm sphere or 
to the area of its origin. Through the mechanism of inter- 
national trade the results of all changes affect the economy 
of other industries and other regions throughout the world. 
Regulation of even the most elementary kind is, therefore, 
possible only if the economy of a country is to some extent 
insulated. Complete regulation would be effective only if 
the country was completely self-sufficient and its economy 
completely planned. The first step in the regulation of 
change is, therefore, to build up a regime under which the 
impact of events in other countries can in some measure be 
warded off. Every country in the world, including England, 
has during the last ten years accepted the desirability or 
the necessity of this step. In respect of the control of the 
pace of adopting new technological devices governments 
outside the totalitarian countries have yet attempted little. 
The chief operative influence in this regard in the advanced 
countries is the opposition of organised labour to certain 
forms of rationalisation. There is, however, no reason 
why government should not enter this field of regulations. 
In a country like India, there is every reason, as I have 
allempld to show, why it should do so. The regulation to 
be successful must necessarily be attempted over the whole 
extent of the country. Its form, however, will vary from 
instance to instance. 

Lastly, I should like to refer to another aspect of 
national economic policy, that relating to the location of 
industry. Ours is a vast country and the problem of loca- 
tion is of particular importance in it. In recent years we 
have bad a controversy regarding the location of sugar 
factories and the permissible extent of the development of 
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the silgar industry in the country. The report of the Tariff 
Board on the heavy cherni(*als industry pointed to the .great 
advantages of a concentration of that industry. But its 
purely negative policy would not allow our government to 
do anything in this regard. I may also draw attention in 
this connection to the claim made by the iron and steel 
industry in India in respect of ‘‘freight disadvantages.” 
This claim was allowc'd by the Tariff Board but it raises an 
important question of principle which needs careful con- 
sideration. The claim of the Tala Iron and Steel Co. in 
efifecl means that even a single mono])olisl concern, wherever 
situated, ought to commandeer the whole of the Indian 
market. At the same time, under our present policy, such 
a monopolist concern would be under no obligation not to 
indulge in rate-cutting to prevent the emergence of a com- 
petitor even in a distant part of the market. I have, of 
course, no intention of implying a judgment on the merits 
of the claim and mention it here merely to indicate the type 
of problems that have necessarily to be considered. 

T would also draw attention to problems of location of 
a somewhat different character. One of the main reasons 
adduced for a conscious direction of economic developrnent 
has ever been the danger of a lopsided growth in any region. 
The need for diversity in forms of economic life has been 
emphasized during the last decade in particular. Kven in 
a comparatively small country like England the obdurate 
problem of the ''^distressed areas” showed the vital need for 
a balanced regional economy and the report of the recent 
Commission on the location of industries has accepted the 
principle of “regionalism” in these matters. Considerations 
of this character have even greater force in a vast and a 
comparatively much less homogeneous country like India. 
In addition to other things we have suffered during the last 
100 years from too great centralization and an almost entire 
neglect of local needs and circumstances. I am aware that 
there is a feeling in some quarters that emphasizing the 
claims of the region or the locality is tantamount to encourag- 
ing particularism and is, therefore, anti-national. I am 
afraid, however, that a lot of this talk is interested and 
arises from the desire of powerful groups to be allowed to 
R 30 
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exploit without obstruction or regulation the entire resources 
of this continent. While vested interests in India are too 
ready to seek support of arguments that would obtain for 
them a field free from external competition they often show 
themselves extremely impatient of the logical extension of 
these arguments, viz., internal regulation. An undue con- 
centration of industries in one region is bound to accentuate 
the difficulties in other regions and a pure laissez faire atti- 
tude towards internal financial and industrial exploitation is 
likely to give rise to forces making for economic and social 
disintegration over large areas. While it is true that the 
claims of the regions can be carried to absurd limits we an* 
yet far from any extremes in this country. For, what we 
have still to fight for is the recognition of the fundamental 
claim that the concrete facts of the situation shall be allow- 
ed to shape an appropriate positive ec onomic policy for the 
country; and what I would emphasize is that in the shaping 
of this policy the legitimate claims of the major geogra- 
phical and social regions in the country should be given due 
weight. 

I have done, Indian economists must consider them- 
selves very fortunate as the pioneers of their studies. Men 
like Ranade, Dutt or Wacha who laid the foundations of 
Indian economic studies laid them very truly; for though 
rigorous in their analysis they moved close to reality. 
While fortunate in our leaders other circumstances have no 
doubt been inimical to a proper and rapid growth of eco- 
nomic research and teaching in India. Those in authority 
over us have for the most part and for obvious reasons been 
reluctant to accept our point of view\ Their origin and 
their training necessarily breed in them other preconcep- 
tions and prejudices. They still cling largely to laissez 
faire and to pseudo-universalism and they reluctantly and 
only partially admit the overwhelming importance in the 
shaping of policy of the knowledge of local circumstance 
and social background. These are, however, the inevitable 
results of our present situation and must by academicians 
be accepted philosophically. We should be wrong, how- 
ever, if we allowed these circumstances to discourage us. 
We must persevere in our work and our studies and dill 
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gentlyprej)are ourselves for the time when our labours may 
become more effective and our counsels more heeded. 

The Indian economist has often been reprimanded 
from on high for paying attention to the political aspects 
of the problems with which he was confronted. The charge, 
if true, would merely show that some of us have a proper 
sense of the realities and would, in my opinion, be a matter 
for congratulation rather than complaint. Holding the 
views tliat I do regarding the role of the economist and the 
scope of economics I need not say that 1 feel specially 
pleased that we are today meeting in a joint session with 
the Indian Political Science Conference and I trust that this 
session is merely the first of a long and fruitful series. 
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PRICE LEVEL IN INDIA 
28th December, 1940 

Under the Presidentship of Prof. D. R. (iadgil, the 
Indian Economic Conference opened today with a series of 
papers on “Price-level in India with >pecial reference to 
Agriculture.” Mr. B. Govinda Rao started the discussion 
with a paper on the “Price-level of tobacco in the Guntur 
area.” After a factual analysis of the state of affairs ob- 
taining in the Guntur area he referred to the growing im- 
portance of tobacco as a commercial produce to the Indian 
agriculturist and to the inefficiency and chaos prevailing in 
the produce market of India. But, be said the future 
promises to be bright if the credit marketing difficulties are 
overcome by better storage, transportation and distribution 
of the stock, as well as by cheaper credit. 

Mr. G. N. Krishna Murthy then presented a paper, 
along with Mr. A. P. Sreenivasa Murthy, on “The trend of 
agricultural prices in Mysore during the decennimum 192B 
— 37.” The paper was, he said, an attempt to investigate 
the trend of prices and its effect on production, trade, value 
of land, the standard of life and the general economic posi- 
tion of the Mysore agriculturi>l. Mr. Krishna Murthy 
suggested that the agriculturist would benefit immensely if 
the recommendations of the National Planning Gommiltee 
— such as standardisation, grading and ware-housing, 
better marketing facilities — were adopted with the neces- 
sary alterations to suit local conditions. 

Dr. A. I. Qureshi dealt with the “Price movements of 
some important agricultural commodities in Hyderabad.” 
In the first part of his paper, he described the price move- 
ments of the commodities consumed by the masses; mainly 
rice, wheat, jawar, thar dal, refined sugar and gur. He 
then passed on to the important raw materials such as 
cotton, linseed, castor seeds and groundnuts, and came to 
the conclusion that the Deccan cultivator has not profited by 
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the war and that if the export difficulties continue, he may 
fare still worse. 

In a paper full of tables and charts Dr. P. J. Thomas 
traced the trend of prices of food grains in Madras in the 
19th century. A period of depression between 1825 and 
1850, followed by a boom from 1854 which burst in 1867 
and gave place to a further period of slump till about 1884, 
and a revival with soaring prices right up to 1900 — this, he 
said, was the history of prices in brief. Dr. Thomas also 
referred to the influence of world prices since 1850 and of 
gold movements later on the price level in India. 

‘■price trends during the last decade and their effects 
on Indian Economy” formed the subject-matter of Prof. S. 
i'j. Beri’s paper. With a detailed survey of the price 
variations between 1929 and 1940, the Professor passed on 
to their effect on the different aspects of the country’s eco- 
nomic life. He came to the conclusion that the Indian 
economy is particularly sensitive to a fall of prices owing 
to the predominantly agricultural character of the country 
and disparity between the cyclical movements of agricul- 
tural and industrial prices; and that sustained effort should 
he made by the government to bring about increased con- 
sumption of raw materials and food-stulfs, by stimulating 
industrialisation and such other allied policies. 

An interesting discussion followed in which Professors 
A. K. Bhan, D. G. Karve, S. Kesava Iyengar, V. G. Kale, 
Dr. Cyan Chand, Dr. Dey and Dr. Misra participated. 
Almost every one of them advocated a policy of varying 
exchanges and, if possible, isolation or insulation of the 
Indian Economy. Prof. Karve suggested that the Government 
should help the agriculturist to secure a fair selling price, 
in view of the fact that the market prices prevailing differed 
widely from the producer’s incomings as pointed out by 
Prof. S. Kesava Iyengar. 

Mr. S. Kesava Iyengar further said that practically all 
the statistics given in the papers were wholesale dealers' 
prices, and the figures given by the Chairman of the 
Imperial Bank of India at the last general meeting of that 
Bank could be taken as typical of the country as a whole. 
But, the point wms whether they were to consider the vicissi- 
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tudes of dealers’ prices or whether they were to consider 
how the primary producer was affected by changes in prices 
as he received them. Even in the Punjab, the figures 
collected related mostly to urban centres. Mr. Kesava 
Iyengar suggested that in order to get a real picture of 
prices realised by the primary producer, some ten impor- 
tant rural trade centres in each district should be taken up 
and figures compiled at each of the villages periodically; 
tlK‘se v/ould give some definite idea of the pri(‘es in that 
district. 

Mr. Iyengar then said more than currency policy, 
financial policy and marketing policy were responsible for 
the present diflicult condition of the cultivator. In spite 
oi the co-operative movement having been there for over 
thirty years, crop financing and co-operative sale were not 
even in their infant stage : it was not even the beginning of 
a beginning. The Indian Marketing Department loomed 
large in scale, but the actual progress made in the estab- 
lishment of regulated markets and grading and sampling 
was extremely small. Mr. Iyengar submitted that unless 
short-term agricultural finance and marketing facilities were 
not adequately provided for, no permanent improvemeiit 
c<mld be reasonably expected. 

Mr. Iyengar further emphasised the importance of 
limiting acreag(‘ and fixing a basic price for some of our 
very important agricultural products. What had been 
dune in the case of jute in Bengal and sugarcane in Behar 
and the U.P. could he extended after due inquiry into other 
important crops. 

Prof. D. G. Karve said — 

There is a parallel between the movements of world and 
Indian prices during the decade before the last war on the 
one hand and similar movements in the decade before the 
current war on the other. In both instances, while the 
direction of Indian price movements was the same as that of 
the foreign, the degree of variation was much higher in India. 
This is due, not only to the predominantly agricultural 
character of Indian economy, but also to the peculiarities of 
the Indian currency system. The main object of Indian 
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currency authorities is to maintain a stable rate of exchange. 
In a, period* of expanding exports this policy, has an, infla- 
tionist effect and in a period of falling exports it produces 
a deflationist situation. The balance between prices and 
costs is thus unjustifiably disturbed by the currency policy. 

It is of the most urgent importance that the policy of 
stable exchange should be replaced by one of more elastic 
parities and the maintenance of a certain defined price-level 
should be a major objective of currency management. 

Not only in its external but also in its internal influence, 
the price-level ought to be protective. The greater disparity 
between industrial and agricultural prices obtaining in India, 
as compared with the situation elsewhere, is partially 
explained by the absence of any agricultural price policy. 
Protective measures, customs duties, rearmament purchases — 
these helped to keep up the non-agricultural prices, at least 
to an extent. But the agriculturist was thoroughly exposed 
to the blighting effects of the depression. 

Even normally, the highly deflationist and neglectful 
attitude of the currency authorities, works for an unrenu- 
rnerative price for the agriculturist. A fair selling price 
ought to be adopted as an objective of agricultural prices. 
This objective should he reached by measures of currency 
regulation as much as by direct control. 

Unless a policy of rigid exchange stability is replaced 
by one of elastic exchanges, and until a fair selling price for 
national production, suitably coordinated and controlled, is 
placed in the forefront of currency objectives, the Indian 
price-level will continue to work to the detriment (ff the 
national producer, and especially of the agriculturist. 

Prof. S. G. Beri thanked previous speakers for their 
appreciation of his paper on “Price Trends during the last 
Decade and their effects on Indian Economy,” and for the 
useful criticisms offered by them. Replying to the various 
points of criticism of his paper, he pointed out that he had 
not neglected to allow for the effect of the ratio on the price- 
level during the period of the Depression in India and had 
also stressed the need for the adoption of a suitable monetary 
policy by the Reserve Bank of India. 
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As regards the disparity between agricultural and 
industrial prices referred to by him in his Paper, Prof. Beri 
agreed that the adoption of a policy of industrial protection 
since 1924 was one of the contributory factors in the 
situation, but that did not aifect his main contention that 
agricultural prices were more vulnerable to the impact of 
the trade cycle than industrial prices. 

Much had been said about insulation and isolation of 
our economy from that of the rest of the world. While 
isolation was impracticable, even insulation was possible 
only within a certain range, as shown by the limited measure 
of success which had attended the efforts of Totalitarian 
countries to establish a closed economy. 

Referring to his advocacy of industrialization for secur- 
ing increased consumption of raw materials in the country 
itself, Prof. Beri pointed out that he had not urged 
industrialization on the Western pattern, but balanced 
industrial planning based on simultaneous development of 
three distinct groups of industries; namely, large-scale 
industries, small-scale or medium-sized industries and cottage 
industries. Moreover, he had also emphasized the need for 
a balanced agricultural economy by urging the development 
of spare-time occupations in order to supply a second string 
to the bow of the farmer and the adoption of measures for 
securing economic holdings and improved marketing. As 
regards the suggestion made by a previous speaker in favour 
of crop planning Prof. Beri thought that in the conditions of 
India legislation based on the compulsory principle was not 
feasible under the existing circumstances: what was possible 
was voluntary crop planning based on expert advice. 

Summarising the debate Prof. Gadgil emphasized the 
unsatisfactory nature of the Indian statistics of prices. The 
index numbers available were not very reliable. Further, as 
the movements of prices of many commodities were not 
necessarily the same in the different regions it was of great 
importance to pay special attention to regional price statistics 
and the construction of regional index numbers. Prof. Gadgil 
also referred to a number of points on which additional data 
would be necessary for measuring such things as the influence 
of the price-level on the agriculturists’ real incomes. 
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THE PROBLEM OF VALUE IN A SOCIALIST STATE 

29th December, 1940 

Opening the discussion on “The Problem of Value in a 
Socialist State ’ Mr. J. J. Anjaria observed that the difficulty 
of calculating the cost of production made it difficult to bring 
about a balance behveen production, consumption and 
distribution with the helji of an automatic mechanism, like 
the price system, in a Socialist State. Such equilibrium 
would have to be achieved by a conscious effort of the central 
authority which settles the relative importances of 
things in the social order envisaged, with an eye to public 
good. 

Dr. R. Balakrishna propounded in his paper on the 
“Rate structure of Public utilities in a Socialist Stale” that 
the inherent features of such industries need not, or do not, 
change in a socialist economy. For, public control and price 
discrimination are indisjiensable in public utilities whether 
under capitalism or socialism. There cannot be much 
difference, the Doctor said, between capitalism and socialism 
with regard to price fixing in public utilities. 

Mr. D. H. Butani raised a point of fundamental import- 
ance, that we have to bear in mind the qualitative difference 
between socialism and capitalism; that, whereas Ave consider 
material efficiency as the criterion under capitalism, social 
effuaency has the place of honour under socialism. Since 
the basic social values do not concur there is no common 
ground of comparison between the tAvo. In spite of the 
ideological differences, it Avas shown by Prof. V. L. D’Souza 
how the actual working mechanism was surprisingly similar 
in both cases; how the method of trial and error was the 
essence of instrument in either case; and how this could be 
done under socialism with the help of the method of imputa- 
tion. There is, he pointed out, a reduction of divergence 
between the social marginal net itAoducl and the individual 
marginal net product under socialism. 
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Dr. M. H. Gopal dealt with the fundamental concepts 
in his paper on ‘^"The Role of Cost in Socialist Pricing.” 
Since the objective and structure of the two systems differed 
widely, price determination differed in principle as in practice 
particularly with reference to the role of cost in the price 
structure. Under socialism cost of production is not an 
important element in the price as profit and losses are borne 
by the community as a whole. 

Prof. D. G. Karve in his paper said that the labour 
cost can be calculated with very fair approximation if the 
choice of occupation were allowed. And since the labour 
^:ost schedule is there to calculate, its determination renders 
the cost schedule less unreliable. Wc envisage, Prof. Karve 
observed a slate of all airs in which supply and not demand 
is socialised; and that would help the regulation of market 
by adjusting the prices or demand, whichever is easier and 
more convenient. 

Mr. T. Krisliria Murthy presented a malbemalical 
approach to the problem of output and price in a socialist 
economy. He suggested that rate discrimination was not 
possible in a socialist stale, because of the improbability of 
isolated market in such narrow limits; and suggested that a 
marginal cost equalisation fund should be set up to balance 
the profits and losses occurring in the difi'erent industries. 
On the consumers’ side, maintenance of consumers’ sovereign- 
ly was easier and better, said Mr. T. Sathyanarayana Rao in 
a paper on "‘Saving, investment and enterprise in a socialist 
State.” The mitigation of the trade cycle was easier under 
socialism because the decisions of the Central authority with 
regard to saving, investment, etc., are prone to be more 
rational than under capitalism. Mr. B. R. Subba Rao 
explained the general nature of the pricing process in Soviet 
Russia and the influence of the purpose behind the plan on 
the working. The maximisation of social welfare under 
socialism was stressed by Mr. B. Thirumalachar, as for 
instance, by localising trouble or mistakes. 

Rationality of any system, said Dr. Gyan Chand, 
depends on the social purpose of the system. But this 
(piestion does not arise in the transitional stages because of 
die obvious necessity of large-scale rationing. The adjust- 
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ment (5f supply does not depend on the price; it depends on 
the nature of *the commodity. As regards the administrative 
difficulties, Dr. Cyan Chand deplored the scarcity of super- 
men, but suggested a system of public services for economic 
administration to help capable men to step into the shoes of 
the supermen. 

Mr. S. M. Shall and Prof. S. K. Rudra suggested in 
their papers the incongruity of comparing the two types when 
the unit of value as well as the method of valuation differed 
radically; while Dr. Dey pointed out that on the cost schedule 
we had an extra item in social cost under socialism. 
Continuing, Dr. Dey said that the interference of the State 
in economic matters differed between the two systems only 
in degree. And whatever the system of planning, the jdan 
should be formulated and revised from period to period. 

In the discussion that followed the reading of papers, 
Dr. P. S. Lokanathan said that it was impossible to do away 
with small initiative in any form of society. The cost of 
service principle of valuation, is more important under 
socialism than the value of service principle, because the 
losses are borne not by any class of people owning capital 
but by the whole community. It is therefore necessary 
that the cost of service principle of valuation should be 
adopted. Dr. V. K. R. V. Rao suggested that the state 
should put the necessities on the market just as any entre- 
preneur. The means of production should be the monopoly 
of the State and the State should hire them out in a compe- 
titive manner after producing the socially necessary goods. 
What really mattered under capitalism is not the existence 
of freedom of choice, but the psychological influence of 
such a state of affairs. Prof.^ S. Kesava Iyengar, Mr. A. 
Krishnaswami, Mr. J. J. Anjaria, Dr. R. Balakrishna, Dr. 
M. N. Gopal and Mr. T. Krishnamurthy took part in the 
discussion later and attempted to meet some of the issues 
raised during the debate. 

Mr. S. Kesava Iyengar said that the main feature of 
capitalism was pricing and that of socialism was rationing, 
and the attempts of some of the British writers to retain 
pricing in a socialistic state simply meant that they were 
really capitalists in essence although they would like to put 
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on the fashionable cloak of socialism. Both pricing under 
a socialistic stale and rationing under a capitalistic state 
would have quite different meanings from the same terms 
in their proper places: pricing and rationing would be at 
best tolerated as a necessary evil under exceptional con- 
ditions, respectively under a socialistic and a capitalistic 
regime. Mr. Kesava Iyengar thought that theorising on 
this subject would not be profitable unless one’s mind was 
clear about the definition of the term ‘^socialism.” It would 
be much more profitable to study the actual working of an 
important industry in Russia, the U.S.A., Italy, Germany 
and even in Mysore in which state a number of industries 
were worked as Government monopolistic industries. 

Finally, Mr. Kesava Iyengar added that capitalism 
implied ample supplies, which could be only when there was 
an empire or nature was very liberal or science was very 
fruitful. Normally, scarcity of a severe type was the rule, 
and to solve this problem, rationing was the only reason- 
able means — to which even the leading capitalistic country 
in the world had resorted under pressure of war conditions. 
Thus, ‘‘libertarian socialism” would be something like a 
round square or a square round. The important thing was 
to get more facts about the socialistic state in actual work- 
ing — whether in the U.S.S.R. or anywhere else. 

Summing up the President said that valuation is an 
essentially extra-economic process and the pricing system 
merely implements values externally determined. How the 
national income will be divided between various classes was 
determined not according to economic criteria but by social 
and political forces. The consumers’ sovereignty was a 
myth even today for the vast majority of consumers. The 
field of choice of the consumer looked large under the 
capitalist system only because of the concentration of a 
large part of the income in comparatively few hands. 
Under a socialist system the aims of the regime would yield 
the basic values on which the pricing system must rest. 
Thus if the main aim of the regime was the guarantee of 
a minimum standard of living for every worker the basic 
equation would be the equivalence of a unit of wage with 
given quantities of standard real commodities. From the 
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basic equation an elaborate pricing structure could be built 
up with an* assumed rate of interest. It might also be 
emphasized that in a socialist economy while the pricing 
process would be utilised to gather data about consumers’ 
preferences it would not be allowed to dominate the work- 
ing of the economic system in the manner in which it 
dominates the system today. 
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PROVINCIAL AND STATE FINANCES 
30th December, 1940 

“Provincial and State Finances” formed the subject- 
matter of discussion of the Indian Economic Conference 
which held its third meeting this afternoon. Dr. M. H. 
Gopal presented the first paper of the day on “Public expen- 
diture in Mysore.” He applied the canons of public finance 
to the budget of Mysore and showed how an approach is 
made to the ideal of maximum social advantage. Economy 
and efficiency appear to be the governing considerations in 
the spending policy of the Mysore Durbar. 

“The Depression finance of the Bombay Govt.” was 
discussed by Mr. T. M. Joshi, He criticised the policy of 
balancing the budget irrespective of the economic condition 
of the province and advocated a sort of Depression Fund to 
help the balancing of revenue and expenditure in the long 
run. 

An analysis of the “Non-tax revenues of Mysore” was 
put forward by Mr. S. Gopalaswamy. Revenue from 
natural sources such as forest and the Kolar Gold Fields 
amounted to about .35 5%. Industries gave 47 5% and the 
remainder was formed of departmental receipts and the like. 
Apart from these direct returns the investment on industries 
has also resulted in an increase in the taxable capacity and 
tax heads of revenue. 

The financial policy of the Orissa Govt, was discussed 
by Mr. Sadasiva Misra in his paper on “Five Years of 
Orissa Budget (1936-37 to 1940-41).” The per capita 
expenditure in Orissa was about the least under most 
heads. Surprisingly enough, the speaker said, no new tax 
has been levied in Orissa, nor has there been a real increase 
in public expenditure. 

“The lax system of Mysore State” was discussed by 
Mr. K. S. Nanjundiah in a paper of the same caption. He 
explained with the help of statistical data how the non-tax 
revenue of the state is on the increase, so that the estimated 

948 



DISCUSSION ON PAPERS 


949 


return under this head for 194041 is as much as 44%. 
The main sources of revenue under the tax* head are land 
revenue and the excise, while the income and super-taxes 
are also gaining importance in recent times. 

Dr. A. I. Qureshi presented ‘‘A Note on the financial 
system of Hyderabad” and said that the adoption of a tri- 
ennial budget as in Hyderabad would be advantageous 
because of the greater period of adjustment allowed. He 
also brought to the notice of the conference the existence of 
a fund very much like the exchange equalisation account in 
Hyderabad to control the rates between the English and 
Hyderabad currencies. Prof. S. Kesava Iyengar dealt with 
some of the other special feature of state finance, especially 
those of Hyderabad and Mysore, in his paper on '“'Brilish 
and Indian Finance.” The Professor said that the utili- 
sation of natural resources was done better in the area 
called ''"Indian " India. And the establishment of controlling 
authorities for railways, or the state ownership of railways, 
in some cases, added to the benefits derived from these 
public utilities by the consumers. 

Mr. B. N. Rohatgi introduced the house to ""Some as- 
pects of Provincial Finance.” There was a great necessity 
for increased taxation on account of the increase in public 
expenditure and he suggested the imposition of death duties, 
agricultural income-tax, general and selective sales taxes 
and a tax on employment to meet the needs. In his paper 
entitled ‘"Financial problem under Provincial Autonomy,” 
Dr. B. K. Madan also stressed the necessity for fresh taxa- 
tion, but observed that the claims of economy in expenditure 
came first. In the existing state of aft’airs, the expenditure 
on the civil services, for instance, cannot be reduced because 
the constitutional incapacity of the provincial governments 
to carry out a new economy drive. It must also be borne in 
mind that mere taxation figures do not indicate the burden 
of tax per capita. For raising the standard of life is more 
important than mere reduction of taxes. 

Mr. S. S. Santhanarn pleaded for shifting the burden 
of taxation from rural to urban parts in his paper on “Some 
Problems of Provincial Finance of Madras.” The financial 
plan should aim at the intensification of the policy of indus- 
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trialisalion as it would help the agriculturist immensely. 
Mr. Sacithanani was of opinion that the expenditure on 
public services should be reduced very much. 

‘"The financial situation in Sind” was analysed by 
Prof. N. K. Bhojwani who characterised the position as 
‘‘undoubtedly hopeless.” He traced the effects of the Lloyd 
barrage debt on the provincial budget, a budget which had 
all the instabilities due to the separation of Sind from 
Bombay without consideration of the barrage debt. Since 
the land revenue and yield resulting from this scheme was 
not up to the expectations, there was nothing strange about 
the difficulty of the Sind Government. Besides, the rate of 
interest of 44% on tlie loan to the Sind Government by the 
Central Government was unduly high and Mr. Bhojwani sug- 
gested the reduction of the rate of interest to 3%. 

Tlie discussion on ‘‘Provincial and State Finance*' was 
continued this afternooii, when the Indian Economic Asso- 
ciation held its final meeting of the 24th session. Mr. 
Ghosh presented the financial situation of Bengal and con- 
sidered the absence of unemployment relief as unfortunate. 
The Bengal Government might become bankrupt, he said, 
if the present state of affairs continued. Mr. Sarkar drew’ 
the attention of the house to the weak financial position of 
the IJ.P. and put forward several suggestions to improve the 
budget. The sjieaker was of oj)inion that there should be 
a reduction of expenditure on public services and the like, 
since the taxable capacity of the province was low^ 

Dr. P. J. Thomas examined the peculiar ways of 
accounting and budgeting followed in the various slates in 
his paper, “The finances of the leading Indian states.” He 
followed it up with an analysis of the revenue heads of the 
states. Whereas the land revenue is about 1/3 the total in 
most states, the realisations in Travancore and Cochin 
amounted to barely 13%. Customs duties, how^ever, 
accounted for 20% in these states while they assumed a 
place of relative unimportance in the budget of other states. 
Tax per capita in Travancore was as much as Rs. 11, while 
in Mysore it was Rs. 1-12-0 and in Hyderabad Rs. 1-11-0. 
Though some of the states are in many ways ahead of 
British India the tax system is highly regressive in several 
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of them, and efforts are urgently needed to remove this 
defect. . A more liberal policy of undertaking public 
utility industries by the states would not only add to their 
revenues but would lay the foundations of a stable economic 
prosperity. 

The last paper of the day was submitted by Dr. B. V. 
Narayanaswamy Naidu on the ‘‘Finances of the Madras 
Province 1920—40.’' With argument backed by facts and 
figures, Dr. Naidu traced the increase in the income of the 
Government oi Madras as well as its expenditure. But the 
increase has not kept pace with the increase in expenditure. 
Since further retrenchment in expenditure is scarcely pos- 
sible, recourse to fresh taxation seems to be the only alter- 
native. And since increased taxes must be based only on 
increased taxable capacity of the people, planned and con- 
certed measures must be taken to improve the income of the 
peojile, A scientific study of the working of existing taxes 
and the scope for new taxations should be followed by a 
bold and forward policy in regard to taxation, loans and 
expenditure, aiming ultimately at the maximisation of the 
agricultural and industrial production of the country and 
the improvement of the conditions of the masses. For “In 
the field of finance as in other spheres of human activity, 
extreme conservatism may be only another name for stag- 
nation: and a policy which appears risky and dangerous 
may prove in tlie long run to be the safest and most bene- 
ficial.” 

The President summed up the debate briefly and com- 
plimented the house on the large number of papers on 
comparative conditions in various slates and provinces. 
He was, however, not sure of the general reliability of the 
usual indexes used for purposes of such comparison such 
as the per capita expenditure on various heads. In his 
opinion, as both the level of income and the efficiency of 
administrative expenditure differed from region to region, 
such comparisons must be substantiated in detail. He 
further emphasized the need for concrete and detailed study 
by referring to the Hyderabad Departmentalisation Scheme 
about which what was really required was information re- 
garding its actual working. All the papers showed the 
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extreme inadequacy of provincial resources for the work 
the^ had to do. They thus demonstrated the need for the 
revision of the division of resources between the Provincial 
and Central Governments, It was further clear that the 
standards of organisation and expenditure set up hitherto 
must be radically lowered and one of the most important 
changes in this regard was a change in the ideas of the pro- 
fessional and middle classes regarding their standard of 
living. Their ideas were the result of the 19th century 
inflated salary standards and must now be made to conform 
somewhat to the level of national income of the country. 

Before the Association concluded its session, the 
President thanked the Mysore University and the Local 
Secretar ■ on behalf of the members and Prof. V. L. D’Souza, 
the Local Secretary replied in suitable terms. 



JOINT SESSION OF THE INDIAN ECONOMIC AND 
POLITICAL SCIENCE CONFERENCES 

31st December, 1940 
Current Topic: New World Order 

Nine E(X)nomists and Political Scientists were engaged 
in engin^jering a new world order when, for the first time, 
there was a joint session of the Indian Economic and Indian 
Political Science Associations. As requested by Mr. D. R. 
Gadgil, President of the Indian Economic Conference, 
Dr. Beni Prasad took the chair. 

Prof. V. G. Kale started with the belief that the old 
order had failed. He said that the new world order should 
not be a stubborn repetition of the league of Nations, which 
was a league, not of nations or peoples but of governments. 
Co-operation, said Mr. Kale, was the only principle which 
could bring about any durable international adjustment 
between the progressive countries of the west and the 
conservative countries of the east. 

The fact that the late League of Nations was a confedera- 
tion and not a federation was the reason ascribed by Dr. V. S. 
Ram for the failure of the League. Disarmament, said 
Dr. Ram, was the rock on which the League foundered. 
Reconciliation of nationalism with internationalism, the idea 
of liberty with that of authority were the necessary 
preliminaries for the establishment of a new international 
political order, its economic pre-requisites, being the termi- 
nation of protection, an equitable distribution of raw 
materials and the maintenance of a constant rate of increase 
in population. 

Dr. P. J. Thomas, who spoke next, said that the emer- 
gence of severe inequalities between the different sections of 
the old order was the cause of its collapse. No new woild 
order could succeed unless the purchasing power of the 
teeming millions was raised. Improvements of the edu- 
cational system and laying down the principles of a new 
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moral order were the other essentials of the new world order 
whi<?h could^ be run only on co-operative lines. 

That we are still living in an old world order and want 
to draw a plan for a new order v/as the thesis advanced by 
Prof. Puritambekar. Finality in the establishment of a new 
order, which as yet was an unfinished task, could not be 
secured as we have not evolved a theory of progress. The 
result of tliis was that our attempts at remedying old 
wrongs did not right them but begot new wrongs. A world 
polity, said Mr. Puntambekar, could not be achieved by 
weak victims of imperialisms, for the world polity itself 
will have to be either imperialistic or socialistic. The other 
ingredients of the order would be a new international 
ethics and a new world economy, which may be co-operative 
in its features. 

While explaining the implications of the suggestion 
of raising the purchasing power of the masses made by 
Prof. Thomas, Dr. Gyanchand said that it necessarily meant 
running the economic system in the interest of the masses; 
treating labourers as human beings; establishing a minimum 
standard of living; and eliminating profit motive. These 
call for institutional changes which would result in a 
relentless elimination of all vested interests. Hence there 
was the necessity of an international order which should not 
be rigid in its organisation and which should be backed by 
the necessary force. 

Prof. Qureshi held the view that pure and free capi- 
talism could secure durable peace. The present disorder 
was the oflFspring chiefly of economic protectionism. To 
end economic protectionism would mean the extinction of 
the nation state. There would be an inevitable world 
polity which would be federal in nature and which would 
indispensably be backed by the authority to force the will 
of the majority. We must bring about the free mobility 
of factors by putting an end to tariffs and other restric- 
tionist measures. 

The President Dr. Beni Prasad outlined in his speech 
the essentials of a new' world order. There was the neces- 
sity of ending the dangerous dichotomy of industry and 
agriculture which served as a basis of dividing countries at 
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present. We had to replace mass production by adequate 
production* through decentralisation of certain industries 
and limiting the produce of certain otTier industries. 
Socialisation of property either through drastic regulation 
of inheritance or through a more generous taxation of higher 
incomes was inescapable though it was a slow and evolu- 
tionary process. Stability was needed to give the system 
a fair trial. We had to make a right choice of the factors 
on which we place emphasis. There are several factors, 
such as religion and race, which have served as bases of 
politipal philosophies and systems. Progress, said the 
President, can be measured according to the harmony 
achieved in four directions; size, efficiency, liberty and 
mutual relations. The new^ world order will be successful 
only when it satisfies this fourfold but essential test of 
progress. 



THE INDIAN ECONOMIC ASSOCIATION 

Report f6r the Year Ending 31st May, 1940 

The number of members on 31st May, 1940, is 163 as 
compared with 165 in 1939. Efforts are being made to 
attract more members for the Association. 

The financial position of the Association continues to 
show steady improvement; from Rs. 5,239-10-9 on the 31st 
May, 1939, the cash balance increased to Rs. 5,298-1-3 on 
31st May, 1940. Besides, in accordance with the g-gree- 
ment regarding the Journal, the reserve fund is jointly held 
by the Association and the Allahabad University. I’his. 
year the Association did not receive any donation from the 
Allahabad University. Most of the amount collected by 
way of subscription from members is spent for printing the 
Journal. Hence the income for the year is not very high. 
Every effort is being made to husband the resources of the 
Association. All the miscellaneous printing was done free 
by the G. S. Press, Madras. The thanks of the Association 
are due to Mr. G. Srinivasachari of the G. S. Press for 
printing and to Mr. B. Bhaktavalsalu, B.A., G.D.A., R.A., 
our Honorary Auditor, for auditing the accounts of the 
year. 

Invitations were sent to all the Directors of Public 
Instruction, Heads of the Affiliated Colleges and the various 
departments of the Government with a request that facilities 
should be given to the teachers of Economics to attend the 
conference. The Committee appointed at the last General 
Body Meeting has submitted its report which will be placed 
before the General Body Meeting at Mysore. 

I am greatly indebted to the President and Members of 
the Executive Committee for their help and co-operation. 
My task has been made easy by the sympathetic considera- 
tion I received at the hands of the members of the Associa- 
tion and the Managing Editor of the Indian Journal of 
Economics. 

Annamalainagar, B. V. Narayanaswamy, 

\5th December, 1940. Honorary Secretary. 
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AUDITOR’S RKPORT : — Audited and found Correct. Of the Rs. 823-2-^ due to the Department of Economics, 
University of Allahabad, the half-share of profits for the years 19 38-39 and 19 39-40. and the credit note for Rs. 30 will have 
to be deducted. Interests accrued on fixed and other deposits have not been brought to account. 

Madras, B. V. Narayanaswamy^ B. Bakthav atsalu, b.a., g.d a., r a., 

5-l^-40. JSony. Treasurer. Me gistered Accountant, Auditor, 



INDIAN PXONOMIC ASSOCIATION 


Twenty-foukth Session 
31st December, 1940 

The annual General body meeting of the Indian Eco- 
nomic Association was held in the Maharajah’s College, 
Mysore, on 31st December, 1940, at 9“30 a.m. 

Sixty members were present. 

(1) The minutes of the General body meeting held at 
Allahabad were confirmed. 

(2) The report of the Hony. Secretary and Treasurer 
and the Audited statement of accounts for the year ending 
31st May, 1940, were considered and approved. 

(3) The invitation of the Bombay University for hold- 
ing the Twenty-fifth Conference at Bombay was accepted. 

(4) The following subjects were selected for discussion 
at the next Conference: — 

1. Development of economic thought in India 

(Ranade centenary). 

2. Rural Cooperation in India. 

3. Finance of local bodies. 

4. Current topic. 

(5) The following office-bearers w^ere elected for the 
year 1940-41: — 

President. 

Prof. J. P. Niyogi, Minto Professor of Economics, 
Calcutta University. 

Hony. Secretary and Treasurer. 

Dr, B, V. Narayanaswamy Naidu, Professor of Eco- 
nomics, Annamalai University. 
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Hony. 'Local Secretary. 

Prof. N. Vakil, Professor of Economics, Bombay 
University, 

Membere of the Executive Committee. 

1. Prof. Gyanchand. 

2. Dr. P. J. Thomas. 

3. Prof. V. G. Kale. 

4. Dr. H. L. Dey. 

Prof. S. K. Rudra. 

■ 6. Dr. L. C. Jain. 

7. « Dr. A. I. Quereshi. 

8. Dr. P. S. Lokanathan. 

9. Dr. S. M. Shaft. 

10. Dr. Radhakamal Muckerjee. 

11. Prof. V. L. D’Souza. 

12. Mr. D. R. Gadgil. 

(6) Mr. Bhaktavatsalu, B.A., G.D.A., R.A., was re- 
elected Hony. Auditor of the Association. The Secretary 
was asked to send a letter of thanks to Mr. Bhaktavatsalu. 

(7) The following were elected representatives of the 
Association on the Editorial Board of the Journal: — 

(1) Prof. V. G. Kale. 

(2) Dr. V. K. R. V. Rao. 

(3) Dr. P. S. Lokanathan. 

(4) Dr. A. I. Quereshi. 

(8) The report of the Committee on Journal contract 
was accepted and Prof. V. G. Kale was requested to nego- 
tiate with the Allahabad University regarding financial 
arrangements. 

(9) It was decided that members who wished to sub- 
mit papers for being read at the next Conference should 
send them on or before 1st November to the President, who 
after scrutiny will send them directly to the press for being 
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printed as pre-conference number. The President will 
intimate to jhe authors of the papers whether the papers 
have been accepted or not. No paper shall, in any event, 
be accepted after 1st November. 

(10) The question of suitably modifying the constitu- 
tion and the bye-laws of the Association Avas considered and 
the following committee was appointed to report on the 
matter: — 

1. Prof. V. G. Kale. 

2. Prof. J. P. Niyogi. 

3. Mr. D. R. Gadgil (Convener). 

(11) The question of gathering information regarding 
the courses of study in Economics in the various Universities 
of India was discussed and Dr. V. K. R. V. Rao Avas re- 
quested to collect the necessary information and place it 
before the next Conference. 

(12) The following suggestions put forward by mem- 
bers were considered and generally approved: — 

(o) That the business meeting of the Association 
should be held on the second day of the 
Conference. 

(b) That the Editorial Board sliould meet at least 

once in a year. 

(c) That a consolidated members’ list be printed. 

(d) That an attempt be made to obtain from the 

railways special concessions for members 
attending the Economic Conference. 

The Secretary was requested to take necessary action 
in respect of (c) and (d). 

(13) The dales for holding the next Conference at 
Bombay were discussed. It was suggested that the Secre- 
tary should fix the dates in consultation with the Local 
Secretary. 
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(14) Vole of thanks to the President was proposed hy 
Dr. P. J. Thomas and was .seconded by Prof. S. K. Rudra. 

(15) The meeting terminated with a vote of thanks to 
the Mysore University proposed by Prof. V. C. Kale and 
seconfled by Dr. (iyanchand. 


I 

B. V. N/ujayanaswamy, 

. Secretary. 


1). R. Gadgil, 
President. 





